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EDITORIAL COMMENT 


The Existing Confusion 


RANSCENDING in interest all 

other questions today is the con- 

fused state of public opinion and 
the strife in industry now existing in 
this country. While it is not definitely 
known what attitude the bankers of the 
United States may occupy in relation to 
public opinion respecting vital matters, 
one thing is clearly understood—the 
bankers are ready and willing to co- 
operate in making effective whatever 
defense plans the authorities may con- 
sider essential. This is shown by what 
the banks are doing in the promotion 
of subscriptions to the National Defense 
Bonds and by the marked increase in 
their loans for defense purposes. 

But the same cannot be said for some 
of our major industries. At a time of 
crisis, characterized in the highest 
quarters as the gravest in American his- 
tory, strikes are taking place in some 
—and in not a few—of the plants en- 
gaged in turning out defense materials. 
Irrespective of where the blame for this 
situation lies, it is an intolerable condi- 
_tion that, for the welfare of the coun- 
try should be ended at once. 

And in our relation to the struggle 
going on in Europe, and especially as 
regards effective aid to Great Britain, 
there is a wide divergence of opinion. 
Both the authorities at Washington and 
the people generally favor such aid, if 
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we are to accept their words as sincere. 
But when it comes to making this aid 
effective, a sharp division of opinion 
exists. 

It is idle to try to reconcile these 
divergent views by name calling, by de- 
nouncing those on one side as war 
mongers and on the other side as de- 
featists. There are prominent, able and 
sincere men on both sides. These con- 
flicting views illustrate how serious the 
situation really is, and what dangers 
must be encountered whatever course is 
followed. In this situation one can 
hardly escape the conclusion that a 
clear call from the President of the 
United States, a forthright and unmis- 
takable definition of the policy America 
is to pursue in this crisis in its history, 
would do more than all else to bring 
about that unification of public opinion 
so highly to be desired. 

America: How long will you halt be- 


tween two opinions? 
10} 


OUR DEFENSE POLICIES 


T is not within the province of THE 
‘Bankers MacazinE to deal with 
those defense policies of the country 
which relate to naval and military 
preparatons. But this proscription does 
not extend to subjects within the eco- 
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nomic domain, such as taxation, finance 
and price control. 


That vast sums will be required to 
provide the means to carry out the de- 
fense program is a fact fully established 
by information already made public by 
the proper authorities. Owing to the 
fact that the banks of the country are 
now large holders of Government obli- 
gations, it is considered desirable, in 
order to prevent inflation, that the re- 
qired sums be obtained from the people 
out of their savings and by means of 
increased taxation. 

An appeal to the public has been 
made for subscriptions to National De- 
fense Bonds, to which appeal a generous 
response appears to be taking place. 
The bonds are in denominations and of 
varying maturity dates to meet the re- 
quirements of investors of all ranks, 
from the lowest to the highest. 


That subscriptions for these bonds 
will be made in the required volume 
may be inferred from the patriotic spirit 
of our people. Investors in these se- 


curities cannot apply to them the same 
rigid scrutiny as would be entirely 


proper in the case of corporate bonds. 
Should they do so, they would find sev- 
eral elements in the case not entirely to 
their liking. For the fiscal policy of 
the United States in recent years has 
not been characterized by a high degree 
of prudence, to say the least. Successive 
deficits of huge proportions, a con- 
stantly mounting debt, and some meas- 
ures not calculated to strengthen faith 
in the public credit, would all tend to 
make the investor cautious. 
Concurrently with the President’s 
appeal to the public to buy National 
Defense Bonds, power was asked for an 
extension of authority further to de- 
value the dollar. This is much like the 
case of a man asking for a loan of $10, 
with the proviso that he might only pay 
you back $5 in cancellation of his debt. 
That would not help his credit standing 
very much. ; 
It is announced that there is no in- 
tention further to devalue the dollar. 
Then why ask the power to do so? 
The juxtaposition of the President’s 
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two appeals cannot be regarded as 
otherwise than unfortunate. 

Nor is sufficient concern being shown 
for cutting down of non-defense ex- 
penditures. It goes without saying, that 
these should be reduced to the greatest 
extent possible. 

There is but one purpose in saying 
all this, and that is, in a time of na- 
tional emergency, calling for vast out- 
lays, all matters affecting the public 
credit should be most prudently dealt 
with so that the confidence of the people 
in their government be sustained. 

To the appeal for funds to support 
the defense program there can be but 
one response—an overwhelming out- 
pouring of subscriptions to the Treasury 
offerings. Whatever financial mistakes 
may have been made in the past, this 
is not the time to dwell upon them. The 
patriotism of the American people may 
be relied on to provide the country with 
adequate funds for its defense. But this 
patriotic spirit in no degree absolves 
the authorities from the duty of seeing 
that the funds so supplied be used with 
the highest degree of economy and 
effectiveness. 

© 


THE CONTROL OF PRICES 


TH conditions in the United States 
already approximating a war econ- 
omy, the behavior of commodity prices 
becomes a matter of deep public con- 
cern. Since the European war began, 
in the summer of 1939, a substantial 
rise in prices has occurred in the United 
States, and this rise is continuing. In 
the face of this situation, our price 
policy is not only obscure, but in some 
respects contradictory. We want to 
prevent an inflationary advance in the 
price level. Then, why ask power for 
further dollar devaluation? Why con- 
template added farm subsidies to in-. 
crease the “parity” of farm products? 
' The fact of the matter is that our 
policy for some time has been one cal- 
culated to raise prices. Now we must 
keep them down—or at any rate from 
rising too much. 
One weighty element in prices is the 
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N O GREATER compliment could 
be paid to the efficiency with 
which the everyday transactions 
of banking are carried on than 
that the public accepts banking 
service as something to be taken 
for granted. 


But bankers know that these 
indispensable facilities are the 
result of sound inter-bank rela- 
tionships built up over a long 
period of years. 


We best serve ourselves by serv- 
ing others well. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$44,000,000 
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cost of labor, which is rising as manu- 
facturing activity grows. Another is 
the volume of money in circulation, now 
at a high level. Farm commodities are 
being kept off the market by loans al- 
most or quite the equivalent of their 
market value. Thus, our price policy 
is in some respects contradictory. We 
wish to prevent price inflation. Ac- 
tually, we follow a course contributing 
to stich inflation. 

It is not unlikely, should the present 
condition of a war economy persist, 
resort must be had to a measure of price 
control by the authorities. This must 
take place whenever the increased de- 
mand for commodities is met by their 
lessened supply. 


© 


PROSPECTIVE INCREASE OF 
TAXATION 


HAT taxation would have to be in- 

creased to meet the additional out- 
lays for defense was something to be 
expected. Nor is it certain that the pro- 
posed increase of $3,500,000,000 for the 
next fiscal year will be sufficient to 
meet the greater expenditures which the 
defense program entails. 

It is assumed in some quarters that a 
saving of at least $1,000,000,000 could 
be made by cutting down of the appro- 
priations for other than defense pur- 
poses. Secretary Morgenthau is re- 
ported to be of this opinion. But when 
the attempt is made to begin the paring 
process, loud cries are heard from the 
beneficiaries of these expenditures. For 
example, a good case can be made for 
agriculture, deprived as it is of many 
of its customary export outlets. This 
disadvantage, however, is somewhat 
counterbalanced by the fact that during 
a period of war preparation the prices 
of farm products tend upward. 

Outlays for relief work should dimin- 
ish with the growing business activity 
and decrease in unemployment. 

Many of the activities of government, 
however desirable in peace times, may 
be wisely suspended in times of mili- 


tary preparation. But those engaged in 
carrying on these activities are disposed 
to cling to their jobs and to regard 
them as indispensable to the national 
welfare. In this instance it is a case of 
relative values. If national -defense is 
paramount, as is generally conceded to 
be so, expenditures for this purpose 
should take precedence over those for 
other purposes to the extent required. 

Even prior to the greater taxation 
called for to meet defense outlays, the 
taxes imposed on many industries were 
exceedingly burdensome, approaching 
the point of confiscation of earnings in 
some instances. The hope is entertained 
that, with the improvement in business 
and a larger national income, the 
heavier taxation for the next fiscal year 
can be met without undue hardship. To 
assure the realization of this hope, the 
expenditures for other than essential 
purposes should be narrowly scruti- 
nized. 

© 


THE BANKER’S OPPORTUNITY 


Dark days are ahead — days when 
courage, faith, hope, vision, and pros- 
pect of happy and early termination of 
the war will be at a low ebb. There 
must be some anchorage, some haven, 
some solid foundation, some _ rock- 
bottom where the people feel they can 
find encouragement, comfort, renewed 
hope, and a faith in the future of a 
war-torn world and a_ debt-heavy 
America. Too, there will be temptation 
to trust no man or institution, to ques- 
tion integrity, to doubt intent, and to 
suspect the motives of all men in office 
high and low. Herein lies an opportu- 
nity for the banker to regain his posi- 
tion of a man of courage, of vision, of 
faith, and of patience. Too, herein lies 
the opportunity of the banker to become 
a Rock of Gibraltar, a lighthouse, a 
personification of incorruptible inte- 
grity and of unselfish intent.—Thomas 
C. Boushall, President, The Morris Plan 
Bank of Virginia, Richmond, Va., in a 


recent address. 
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Priorities and 


The Banks 


ANDATORY credit priorities have 

not as yet hit the commercial 

banks. For the time being, de- 
fense authorities are relying on volun- 
tary codperation of the banks to furnish 
necessary credit requirements of the 
defense industries. With the broaden- 
ing scope of the material priorities pro- 
gram, however, it would seem to be only 
a matter of time before mandatory 
credit priorities will have to be resorted 
to if the industrial production required 
by an all-out war effort is to be 
achieved. 

The commercial banks are, of course, 
contributing in some measure to the 
necessary financing of defense produc- 
tion. But their contribution to date has 
been limited by two factors: (1) the 
fact that such an important part of the 
defense contracts has gone to firms 
which require little aid in financing by 
the commercial banks; and (2) the 
fact that many bankers, like the country 
generally, have felt that the necessary 
military requirements of an all-out war 
program could be obtained without any 
major curtailment in the consumer 
goods industries. [Illustrative of the 
first factor is the recent survey of small 
and medium sized manufacturing plants 
by the National Association of Manu- 
facturers, which revealed that only 28 
per cent of the 14,077 plants surveyed 
by the association were engaged in de- 
fense production. The remaining 72 
per cent were willing to produce de- 
fense items, or were willing to install 
equipment for defense production. The 
commercial banks must be prepared to 
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By A."Philip Woolfson 


aid particularly this 72 per cent when 
the necessary sub-contracting arrange- 
ments are made on our expanding arma- 
ment program. To rely on voluntary 
credit priorities would seem to be as 
backward a program as the Defense 
Commission’s present almost complete 
reliance on voluntary priorities for in- 
dustrial materials. 

For the present the defense priorities 
program has had only an indirect bear- 
ing on the extension of bank credit. The 
slow development of the priorities pro- 
gram has as yet had only an extremely 
limited influence on the extension of 
credit required for the financing of 
those consumer goods products whose 
production will be limited by the cur- 
tailment of necessary materials. Nor 
are any figures available to indicate to 
what degree there has been speculative 
inventory accumulation of materials 
that have been classified as critical in 
our defense production program, and 
to what measure, if any, such inventory 
accumulation has been financed by the 
extension of commercial bank credit. 
The limited repercussions of the defense 
priorities program on the commercial 
banks to date would seem to be due to 
the extreme anxiety of defense officials 
to permit industry to fulfil essential 
civilian needs without conflicting or in- 
terfering with defense requirements, and 
their liberal interpretation of what con- 
stitutes essential civilian requirements. 
It is probable, however, that the urgency 
of the situation will, in the not too dis- 
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‘“‘The current expansion of 
the material priorities program 
is for the time being a prime 
concern for the businessman; 
for the commercial banker it 
should foreshadow the shape 
of things to come,’’ states ethe 
author in the accompanying 
article. 

Dr. Woolfson, a frequent con- 
tributor to THE BANKERS 
MAGAZINE, is a member of 
the New York Bar, and author 
of the recent book ‘‘M-Day: 
Banking and Finance,’’ which 
gives a background of what war 
has meant to banking in Eng- 
land, Germany and Italy, and 
what is planned for and is likely 
to happen to banking in this 
country if the United States gets 
into the war. 


tant future, result in a more stringent 
definition of civilian requirements. 


World War Experience 


The experience of priorities adminis- 
tration in the World War period may 
be indicative of what is ahead for in- 
dustry whenever public opinion catches 
up with the urgency of the situation. In 
the World War period it was not till 
September, 1918, that the Priorities 
Board finally promulgated a classifica- 
tion of industries and plants, the satis- 
faction of whose requirements was to 
be met at the expense of a severe limita- 
tion on essential civilian needs. In its 
“Preference List No. 2,” the Priorities 
Board divided industries and plants into 
four classes. Industries under class I 
were of exceptional importance and re- 
ceived full preference at all times. In- 
dustries and plants under classes II, III 
and IV received preference over indus- 
tries and plants not appearing on the 
list. Each industry and plant in classes 
II, III and IV was rationed according 
to its relative importance as determined 
by the class rating. Three factors were 
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considered in determining the classifica- 
tion of the essential industries and 
plants: (1) the importance in war of the 
product itself; (2) the need to maintain 
or stimulate the quantity produced; and 
(3) the proportion of the total capacity 
of the industry or plant involved in the 
production of the essential product. 

It should be noted that some months 
prior to its general classification order, 
the Priorities Board had issued a prefer- 
ence list of 45 industries. This list, 
designated as “Preference list No. 1,” 
issued in April, 1918, was intended to 
guide the various Government agencies 
in the supply and distribution of coal 
and coke, and in the supply of trans- 
portation by rail or water for the re- 
moval of coal or coke to the industries 
listed. The situations in coke supplies 
and in transportation facilities at that 
time were, however, such as are not 
likely to be duplicated in the present 
emergency. 


World War Bank Credits 


The priorities program in the World 
War period undoubtedly had some re- 
strictive influence on the expansion of 
commercial bank loans to industry. In 
so far as an industry or plant found its 
credit requirements reduced by its 
classification as a non-essential or less 
essential industry, the effect was in some 
cases the paying off of loans, and, in 
general, a reduction in the volume of 
applications for loan renewals. How- 
ever, there was no compulsion by the 
administrative authorities to ration 
credit as between industries or plants. 
Voluntary codperation on the part of 
the banks was relied upon to obtain the 
necessary, objectives. 

This is illustrated in the recom- 
mendations made by the Federal Reserve 
Board concerning the conservation of 
credits and discussed in the April, 1918, 
issue of the Federal Reserve Bulletin. 
The progress of the movement to cur- 
tail non-essential credits is suggested 
by certain recommendations of the Fed- 
eral Advisory Council on September 
17, 1918. Two questions were posed 
by the council: (1) Have results thus 
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FIGURE I 
ANALYSIS OF NEW ISSUES APPROVED 


Federal Reserve 
Committee 
Feb. 1 to 
May 16, 1918 
Amount of original applications....$219,793,889 
154,102,224 
65,691,665 


Amount approved 
Curtailment effected 
Per cent of curtailment to total 


far been obtained in the curtailment of 
non-essential credits been obtained with- 
out undue hardship? and (2) is it prac- 
ticable to lay down any general rule 
governing a differentiation between 
essential and non-essential credits, and 
if so, what is the best method of its 
application? 

The answers of the Advisory Council 
to these two questions are illuminating. 
To the first question the reply was: “The 
efforts of the Federal Reserve Board, 
followed up by various clearing house 
associations and other bodies, have we 
believe, resulted in bankers generally 
discriminating between essential and 
non-essential credits and in a reduction 
of the latter. They cannot, however, 
enforce payment of current loans nor 
can they indiscriminately decline new 
credits to the point of causing hardships 
and embarrassments to their customers 
without such action retaliating against 
themselves. . . .” 


To the second question the reply was: 
“As applications for bank credit are of 
such unlimited variety that each must 
be dealt with on its individual merits, 
we doubt the feasibility of laying down 
any general rule governing a differen- 
tiation between essential and non-essen- 
tial credits. We believe bankers gen- 
erally appreciate the necessity for such 
differentiation. . . . Moreover, the de- 
mand for essential credits is so strong 
as to make it unnecessary as it would 
be unwise and unpatriotic to fail to dis- 
criminate in their favor. We believe the 
persistent prosecution of the Federal 
Reserve Board’s efforts, already well 
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Capital Issues 
Committee 
May 17 to 
Dec. 31, 1918 
$3,777,313,000 
2,860,180,000 
917,133,000 
42 


developed, will be all that is necessary.” 

Whether the results of voluntary 
credit restriction activities by the banks 
justified the Advisory Council’s con- 
fidence, must be pretty largely a matter 
of opinion. It would seem, however, 


that the banks in this period did not 
“indiscriminately decline new credits.” 


Capital Loan Limitations 


Closely related to the problem of the 
effect of material priorities on commer- 
cial bank loan expansion in the World 
War period was the problem raised: by 
the limitation of capital loans by the 
banks to non-essential and less essential 
enterprise. In the World War period, 
mandatory capital priorities were not 
provided for until more than a year 
after our entry into the war. Previously, 
more or less effective control of capital 
issues was obtained through a system of 
voluntary codperation between the stock 
exchanges, bankers and Government 
authorities. The first stage in this vol- 
untary codperation was the request by 
the Secretary of the Treasury that all 
persons contemplating offerings of 
securities for sale or subscription should 
first submit them for an expression of 
opinion as to the compatability of the 
proposed issues with the national in- 
terest. Later, in January, 1918, the Sec- 
retary of the Treasury requested the 
Federal Reserve Board “to assume the 
responsibility of passing upon such pro- 
posals as may be submitted, both in re- 
spect to capital expenditures or issues 
of new securities.” In April, 1918, a 
Capital Issues Committee was appointed 
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by the President in accordance with the 
terms of the War Finance Corporation 
Act which superseded the voluntary 
committee of the Federal Reserve Board. 

The effectiveness of the work of vol- 
untary capital control by the Federal 
Reserve Committee and the mandatory 
capital control by the Capital Issues 
Committee is indicated in the table 
shown in Figure I. It can be assumed 
that the existence of both committees 
must have stopped at the source a great 
many additional commitments for capi- 
tal expenditures. It should be noted 
that the Capital Issues Committee exer- 
cised some degree of supervision over 
loans made by the commercial banks for 
capital purposes. The effect of capital 
priorities was therefore to reduce the 
volume of commercial bank loan expan- 
sion that might have gone either directly 
into the financing of non-essential capi- 
tal requirements, or indirectly into the 
financing of the security purchases in 
those companies whose issues were cur- 
tailed. 

One of the many differences between 
the current war period and that of the 
World War is that we are all now con- 
siderably more concerned about the in- 
flationary repercussions of commercial 
bank credit expansion than we were on 
the former occasion. This is indicated 
not only by the price stabilizing meas- 
ures taken by the office of Price Admin- 
istration and Civilian Supply, but also 
by the efforts being made through in- 
creased taxation and the flotation of 
defense savings bonds to reduce the 
volume of consumer incomes available 
for expenditure on civilian goods. To 
a degree such measures will curtail the 
volume of commercial bank credit re- 
quired in financing the production and 
distribution of non-essential civilian 


goods. 
Positive Policy Essential 


But such measures in themselves 
should be supported by a more positive 
policy of regulation of commercial bank 


loan operations as part of the broader 
program of inflation control. The de- 
fense finance control authorities should 
estimate how large a volume of commer- 
cial bank loan expansion is required to 
put every available essential defense 
plant into full production. Particularly, 
the credit requirements of existing and 
potential sub-contractors should be esti- 
mated, and the fulfilment of such re- 
quirements should be allocated to the 
commercial banks in the various produc- 
tion districts. It may be that the re- 
quired expansion of bank credit to 
essential plants would result in exces- 
sive demands on specific commercial 
banks in particular areas. In such cases, 
however, arrangements should be made 
for some codperative group bank credit 
extension program. Since it will be un- 
desirable to rely solely on the voluntary 
coéperation of individual commercial 
banks to refrain from making new loans, 
or to curtail existing loans to non-essen- 
tial plants or industries, it will be neces- 
sary to establish a listing of industries 
and plants in each area graded accord- 
ing to the degree of their essentiality to 
the war effort. As a last resort it may 
be necessary to set up credit quotas for 
the various classes of customers served 
by each commercial bank. All of these 
measures are, of course, in addition to 
the control of new capital issues such 
as was developed in the World War 
period. 

The development of a system of credit 
rationing can, of course, only be jus- 
tified by the urgency of meeting every 
credit requirement of defense produc- 
ers, and the necessity of avoiding an all- 
round inflationary bank credit expan- 
sion. A war economy justifies resort to 
control measures that do not at all fit 
in with peace-time or business-as-usual 
concepts. The current expansion of the 
material priorities program is for the 
time being a prime concern for the 
businessman; for the commercial banker 
it should foreshadow the shape of things 
to come. 
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The Potentialities of 


Excess Reserves 


OR the last several years many busi- 

ness men, some economists, and 

many so-called economists, have 
been much concerned over our enormous 
national debt and, more recently, over 
the six and one-half billion dollars of 
excess reserves of the member banks of 
the Federal Reserve System. 

Other individuals, recognized as 
monetary authorities and investment 
counselors, have recommended that in- 
vestors exchange some of their present 
securities for those of a type that they 
believe will appreciate in case inflation 
takes place, while still others have 
recommended the sale of stocks and 
bonds and the investing of proceeds and 
excess cash in farm lands, real estate 
and other things of tangible value. “We 
are going to have inflation,” they cry. 
“It must be checked.” Well, maybe, 
but first of all let’s see what this thing 
is that we will have to check, and start 
by defining the word “inflation.” Web- 
ster’s New International Dictionary de- 
fines it as undue expansion or increase 
as in paper currency prices,” and de- 
fines inflate: “to expand or increase 
abnormally or improperly.” Notice 
the qualifications: undue, abnormally, 
improperly. Now let us analyze the 
situation with the definite understanding 
that the term inflation can apply to 
money or prices, or both. 

Under the Federal Reserve Act, all 
banks belonging to the Federal Reserve 
System are required to maintain with 
the Federal Reserve Bank of the district 
in which they are located a certain per- 
centage of the funds deposited or en- 


By Marshall C. Corns 


trusted with them, in order to keep them 
from over extending themselves and 
prevent them loaning their funds to 
overly expand business. 


While the minimum reserves required 
to be maintained by member banks on 
time and demand deposits differ, de- 
pending on whether the bank is located 
in a city designated as Central Reserve 
City (New York or Chicago) or Re- 
serve City (60 other cities of lesser size) 
or country cities (all others) the Fed- 
eral Reserve Board, under powers 
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FIGURE I 
Remaining 
excess 
(000 omitted ) Additional reserves 
reserve available 
Increases required * for 
Percent of Loans in 2234 additional 
excess used made deposits percent loans 


6,500,000 

6,500,000 6,500,000 1,478,000 5,022,000 
5,022,000 5,022,000 1,142,500 3,879,500 
3,879,500 3,879,500 882,600 2,997,000 
2,997,000 2,997,000 682,000 2,315,000 
2,315,000 2,315,000 527,000 1,788,000 
1,788,0000 1,788,000 407,000 1,381,000 
1,381,000 1,381,000 314,000 1,067,000 
1,067,000 1,067,000 243,000 824,000 
$24,000 824,000 187,000 637,000 
637,000 637,000 145,000. 492,000 
492,000 492,000 112,000 380,000 
380,000 380,000 87,000 293,000 
293,000 293,000 67,000 « 226,000 
226,000 226,000 51,000, 175,000 
175,000 175,000 40,000 135,000 
135,000 135,000 31,000 104,000 
104,000 104,000 24,000 80,000 
80,000 80,000 18,000 62,000 
62,000 62,000 14,000 48,000 
48,000 48,000 11,000 37,000 
37,000 37,000 8,000 29,000 
29,000 29,000 7,000 22,000 
22,000 22,000 5,000 17,000 
17,000 17,000 4,000 13,000 
13,000 13,000 3,000 10,000 
10,000 10,000 2,000 8,000 
8,000 8,000 1,800 6,200 
6,200 6,200 1,400 4,800 
4,800 4,800 1,100 3,700 
3,700 3,700 800 2,900 
2,900 2,900 700 2,200 
2,200 2,200 500 1,700 
1,700 1,700 400 1,300 
1,300 1,300 300 1,000 
1,000 1,0000 200 800 
Total cycles . 28,565,300 28,565,300 6,499,300 800 
Remaining cycles .... 6,100 6,100 700 —8s00 


Percent excess 

reserves used 

Additional loans made 28,571,400 

Additional deposits created 28,571,400 
Additional legal reserves 

Excess reserves 
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FIGURE II 
(000,000 omitted) 


Demand Deposits 


deposits 
Reserve required 


Net 


Classification 


Central Reserve Cities . 
Reserve Cities 
Country 


18,262 





granted it under the Federal Reserve 
Act, may from time to time authorize a 
change in the reserve requirements from 
the minimum to twice the established 
minimum, if in their judgment it is 
necessary to further the expansion or 
contraction of business. By lowering 
the requirements member banks have 
more funds available to loan, by in- 
creasing requirements member banks 
have less funds to loan. 


How Reserves Are Computed 


How are these reserves computed in 
the first place? In order to compute 
reserves, each member bank takes all of 
their demand deposits, which consist of 
balances in checking accounts, accounts 
maintained with them by other banks, 
cashier’s checks outstanding, and the 
cash balances in trust accounts. From 
the total they subtract the amount they 
have on deposit with other banks, and 
the amount of checks they have in the 
process of collection. This net figure 
is considered as net demand deposits, 
and against this they take the per- 
centage, determined by law, and this 
percentage they must keep on deposit 
with the Federal Reserve Bank of their 


district. 


The minimum, maximum and present 
reuired reserve on demand and time 
deposits are as follows: 
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Time Deposits Summary 


required 


Per cent deposits 
required 


Net deposits 
Reserve required 
Per cent deposits 
Total required reserve 
Reserve held 

Excess reserve 


et et 0D 
wd 
RS 


Or Or Or 


Min. Maz. 
DEMAND 
Central Reserve Cities. 13 26 
Reserve Cities 20 
Country 


Classification 


All Banks 


When reference is made to excess 
reserves (uninvested funds), it means 
that banks belonging to the Federal Re- 
serve System have cash on hand, funds 
on deposit with other banks or the 
Federal Reserve Bank, in excess of their 
legal requirement. At the present time 
these excess reserves amount to over 
$6,500,000,000 and considering present 
reserve requirements have the potential 
and theoretical ability to create approxi- 
mately $35,000,000,000 of credit. (It 
can be only theoretical, for most of the 
premises are founded, and only work- 
able, if we are willing to make assump- 
tion of non-existing situations. ) 

This theory is given standing by first 
premising that such original amount 
of excess reserves would be loaned out 
and that the funds so borrowed would 
remain with some bank on deposit or 
find their way into consumers channels 
and again be deposited with some bank 
and reloaned, and further, that this cycle 
could continue until no further funds 
were available for loaning; and, sec- 
ondly, that every member bank irrespec- 
tive of Federal Reserve classification 
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FIGUR# III 








was required to maintain the same re- 
serve with their district bank. 

It is obvious, therefore, that in the 
absence of uniform reserve require- 
ments it is impossible to determine with 
any degree of accuracy the maximum 
theoretical credit expansion possible. 
With some degree of accuracy, however, 
if we readily accept all the premises, we 
can approximate the minimum and 
maximum expansion possible as we 
shall later see. 

Before setting up other conditions for 
the acceptance of this theory let us pre- 
sume that all banks are required to 
maintain reserves of 2234 per cent 
(present Central Reserve Cities require- 
ments) and see how this $6,500,000,000 
of excess reserves (in round figures) 
could be pyramided (see Figure I). 

In order to accept this theory of 
credit expansion, we must assume one 
of three premises: 

1. That loans are made against in- 
trinsic values. 

2. That loans are made against 
fictitious or inflated values. 

3. That some loans are made against 
intrinsic values and some are made 
against inflated values. 

If loans are made against intrinsic 
values, is it not a process of supplying 
or exchanging (via deposit and liquida- 
tion by check or currency) a liquid 
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Required Required Theoretical 
reserve reserve Excess credit 

Reserve rate in dollars reserve expansion 
nse 
35,196,000,000 0 0 35,096,000,000 ad infinitum 
7 2,457,000,000 33,639,000,000 480,000,000,000 
10 3,509,000,000 31,587,000,000 315,870,000,000 
12 4,212,000,000 30,884,000,000 257,265,000,000 
13 4,562,000,000 30,534,000,000 234,868,000,000 
14 4,913,000,000 30,183,000,000 215,567,000,000 
17% 6,142,000,000 28,954,000,000 165,443,000,000 
20 7,019,000,000 28,177,000,000 140,385,000,000 
223% 7,984,000,000 27,112,000,000 119,157,000,000 
26 9,124,000,000 25,972,000,000 99,688,000,000 
30 10,529,000,000 24,567,000,000 81,808,000,000 
50 17,548,000,000 17,548,000,000 35,096,000,000 
75 26,332,000,000 8,764,000,000 11,656,000,000 

35,096,000,000 0 
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form of wealth for part of fixed wealth; 
or furnishing a flexible medium of ex- 
change for part of a fixed medium of 
exchange? This being the case, while 
an expansion of credit can result, it 
cannot be construed as inflation. 

If, however, loans are made against 
fictitious or watered values, inflation 
occurs to the extent that fictitious values 
bear to intrinsic values. (This spread 
is very thin today in view of the margin 
requirements of commercia! banks, for 
with proper surveillance most of the 
possible inflation is taken care of by 
the margin requirement.) Under this 
basis prices will increase or the pur- 
chasing power of the dollar will de- 
crease. 

If, on the other hand, loans are made 
against intrinsic values and watered 
values inflation will occur in whatever 
ratio intrinsic loans bear to watered 
loans. 

To what extent excess reserves can 
be used for pyramiding credit expansion 
is only conjecture due to the fact that 
reserve requirements of each banking 
classification must be considered, and 
to obtain any figure it must be presumed 
that such acceleration will be confiried 
within the respective classified banking 
districts. This fact, in itself, is suffi- 
cient to warrant the disregard of any 
such figures, because we know that in 










times of prosperity funds flow in a 
circle. 

The theory, however, discloses a 
formula which can be applied with 
accuracy to excess reserve of any one 
classification, to determine the theoreti- 
cal credit expansion of that group 
classification, as follows: 100 ~ re- 
quired reserve X $ excess reserve = 
potential maximum credit expansion for 
district. 

A review of the Federal Reserve 
Bulletin for February, 1941, discloses 
pertinent information on member banks 
for the system for December, 1940, as 
shown in Figure II. 

Now if we consider all these excess 
reserves are the result of increases in 
demand deposits, apply our formula to 
existing reserves in each classification, 
and presume that excess reserve will be 
loaned and proceeds deposited and 
again loaned and deposited, we find the 
present maximum expansion with pres- 
ent reserve requirements to be as 
follows: 


Central Reserve Cities 
Reserve Cities 


Total possible credit expansion 


Now if Congress, at the request of 
the Federal Reserve would change the 
present maximum required reserve 
figures to the legal minimum, and allow 
the board to continue their present right 
to raise the requirements to twice the 
minimum, the legal minimum (present 
maximum) for time and demand de- 
posits would be $8,511,000,000, leaving 
only an excess of $5,538,000,000. 

On the other hand, if the Federal 
Reserve Board, presuming that Congress 
authorized the raising of requirements, 
ruled that the new respective maximum 
percentage should apply on both time 
and demand deposits, not only would 
all excess reserves be absorbed, but to 
maintain the new reserves, banks in the 
system would have to either borrow 
from the Federal Reserve System, or 
liquidate loans and investments to the 
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amount of $4,437,000,000 to maintain 
their new required reserve. 

Of course, if loans were liquidated or 
securities sold, it would not only de- 
press the market, but result in some 
forced liquidation and the drying up 
of credit channels. Therefore, the 
banks might elect to sell their direct 
government obligations to the Federal 
Reserve Banks who would pay for them 
by issuing Federal Reserve Notes, which 
holdings amounted on December 31 to 
$12,326,000,000. This, of course, would 
result in enormous expansion of cur- 
rency and might be a factor in reduc- 
ing the purchasing power of the dollar. 

Up to now we have covered some of 
the theoretical possibliities of credit 
expansion and controls of reserve re- 
quirements based on present excess re- 
serves. 

As of December, 1940, member banks 
combined figures showed the approxi- 
mate summary shown in Figure IV. 

Now let us continue our theorizing 
and using these figures and our imagina- 


100 + 2234 X 3,919,000,000 = 17,226,000,000 
100 + 17% X 1,887,000,000 = 10,756,000,000 
100+12 X_ 840,000,000 = 7,000,000,000 


tion, determine, under existing laws and 
regulations (with certain premises), 
the apex of possible credit expansion. 

Let me caution you, however, that 
while our conclusions will be based on 
facts, the application of the facts to the 
theory of credit expansion will result 
in developing figures of astronomical 
proportions and, while not impossible, 
if we subscribe to the theories advo- 
cated, will result in figures and con- 
clusions that are ridiculous. 

Based on the above figures; if we set 
aside 610 millions for reserve against 
time deposits, 8,806 millions of other 
loans and investments and 8,061 mil- 
lions of other loans, we would have 
sufficient assets to cover 11,869 millions 
of time deposits and 5,608 millions of 
capital accounts, which would leave 
18,818 millions of Governments, etc., 


1941 479 





FIGURE IV 
ASSETS 
Required time deposit re- 


Required demand deposit re- 
serves 
Excess reserve 
Investments, U. S., state & 
municipal bonds 
Loans eligible for rediscount 10,900,000,000 
Cash—other loans & invest- 
ments, other assets 


$52,573,000,000 


LIABILITIES 


Net demand deposits 

Time deposits 

Capital accounts and other 
ee ergo ae 


$52,573,000,000 


2,839 millions of loans eligible for re- 
discount and 13,439 of funds on deposit 
with the Federal Reserve banks to pay 
off 35,096 million in demand deposits. 

Now let us suppose that we discount 
or sell all Governments and remaining 
notes to the Federal Reserve Bank and 
they give us, in payment, a deposit 
credit. Then we have a dollar, with the 
Federal Reserve Bank, for each dollar 
on deposit and all funds on deposit 
with Federal Reserve Bank are reserve. 
Further, if we then presume that the 
required reserve will be the same for 
all banks, by use of our formula, we 
can have theoretical credit expansion 
under certain reserve requirements as 
shown in Figure III. 

Long before this happens, of course, 
banks will have stopped making loans 
and investments and if there is anv 
banking to be done it will be done by 
the Federal Reserve Banks. Doing 
business under managed economy would 
be a tea party by comparison. 

If we add to these figures another 
possibility—excess reserves as a result 
of defense spending and excess reserves 
as a result of an ever-increasing national 
debt—there is no limit to the theoretical 
expansion our imagination can conceive. 
Let it suffice to state that it is pure 
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theory and as such is worth very little 
in attempting to solve the real problem 
which faces us. 

But, to get serious again. It is a 
known fact that if excess reserves are 
used for credit expansion, loans, de- 
posits and reserves increase with a 
corresponding decrease in excess re- 
serves. On the other hand, if deposits 
decrease through withdrawal and funds 
are hoarded or deposits are withdrawn 
for investment, required reserves would 
decrease and the matter of excess re- 
serves would be no problem. However, 
this latter course would most assuredly 
result in increased prices and we would 
definitely have inflation of one type or 
another. It would seem, therefore, that 
excess reserves are more a sign of 
conservatism than of fear, and if con- 
servatively used for purpose of sound 
business expansion, can only result in 
leveling interest rates, more employ- 
ment, stability of prices, greater national 
income, reduction of national debt, and 
economic stability. 


BANK 
ACCOUNTING 
— PRACTICE 


By L. H. LANGSTON 


Langston’s Bank Accounting Practice 
covers comprehensively the entire account- 
ing of a modern bank. It includes the 
operations incidental to all phases of bank- 
ing—commercial, fiduciary, foreign 
change, and savings—and explains 
divisions of accounting work within the 
bank. 


The emphasis is on a thorough grasp 
of the principles of accounting as applied 
to bank practice. While complete in its 
explanations of the tie-up of accounting 
with operating routine, it avoids the ob- 
scuring effect of too cumbersome detail. 
This presentation is an advantage alike 
to the bank officer, the accountant, and the 
student of accounting or banking. 


Price $5.00 


BANKERS PUBLISHING CO. 
465 MAIN STREET 
CAMBRIDGE, MASS. 
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Social Aspects of 


Small Loan Service 


HERE is a great deal of talk nowa- 
days about the “social aspects” of 
business. A great deal of lip 
service is rendered to the idea of follow- 
ing “wise social policies.” The thought 
seems to be prevalent that socially de- 
sirable business practice can be achieved 
by important men in the management 
of a company sitting down and saying, 
“We must be conscious of our great 
social responsibility. We must be sure 
our policies are socially constructive.” 
It is undoubtedly true that a success- 
ful company does follow policies which 
are, in the long run, good for its cus- 
tomers, but these policies are not the 
result of abstract thinking about them— 
they are the result of long experience. 
Wise social policies don’t grow up over 
night. Nor are they put on like a new 
coat. Such policies must be ingrained 
in operating practice or they are a 
sham. 


Discourage Unwise Borrowing 


Household Finance Corporation has 
had long experience in the lending of 
small sums; longer, perhaps, than any 
other similar enterprise. It has learned 
that this business is tinged with a great 
deal of social responsibility. It has also 
learned, as have other concerns in the 
industry, that, in the long run, what is 
best for the borrower is also best for 
the lender. We have learned that treat- 
ing the borrower fairly pays dividends. 
This is not a philanthropic attitude—it 
is a business attitude. 

Fair treatment of the borrower im- 


plies that he should not be overloaded 
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By Marlin E. Lerch 


Public Relations Representative, Household 
Finance Corporation, New York 


with debt. Unwise borrowing is bad 
for the person who gets the money; it 
is also bad for the lender. Experience 
has taught us that we can afford to dis- 
courage unwise and unsocial borrowing. 
Unless a loan will actually benefit a 
family, that loan should not be granted. 
If a loan merely pushes the family 
deeper into debt, it is a bad loan—bad 
for the family, bad for the community, 
and bad for the lender. A debt-ridden 
family is in the same category as a 
bankrupt business. It is a social liabil- 


. Every banker, soon after en- 
gaging in the small loan or con- 
sumer credit field, finds there is 
much more to this business than 
the mere mechanical detail of 
loaning comparatively small 
sums on an amortized basis. He 
finds that certain social and hu- 
man problems enter into each 
transaction — the necessity of 
discouraging unwise borrowing; 
the education of borrowers in 
efficient income management; 
the proper handling of delin- 
quent borrowers; etc. In the 
accompanying article, the author 
summarizes a few of the policies 
of his organization, which has 
been in the small loan field for 
over sixty years. 





**As a matter of good busi- 
ness, the borrower should be told 
the cost of his loan, stated in 
percentage per month on the 
unpaid principal balance. All 
small loan agencies, whether 
they be personal finance com- 
panies, credit unions, or banks, 
are in the business of making 
monthly loans. It should be 
clearly understood that a loan 
made on the installment repay- 
ment plan is a different kind of 
a loan than one to be repaid in 
full at the end of a definite 
period. A borrower who does 
not pay his loan until the end of 
a year, for example, has the use 
of the full amount for the entire 
twelve months. If it is repaid in 
monthly installments he has the 
use of the full amount for only 
one month. That is why the 
method of stating charges in 
terms of monthly percentages on 
unpaid balances is the best 
method. If this is done, there 
can be no question in the bor- 
rower’s mind as to what rate of 
interest he is paying. 


ity. For this reason, a thorough inves- 
tigation into the finances of every pros- 
pective borrower turns out to be as val- 
uable for the borrower as for the lender. 
If repayments on a loan will take too 
large a percentage of the borrower’s 
salary or wages, the loan is unsound— 
it is a loan that will have to be charged 
off eventually. Therefore, it is neces- 
sary to get a picture of the entire debt 
of a family. At Household a financial 
statement is required, listing all the 
debts owed and the total income. Too 
often the small loan agencies are the 
only grantors of credit in a community 
which do this. The installment seller 
of merchandise, who relies for security 
on his equity in the goods sold, does 
not usually take into account the ability 
of the family to carry the load of pay- 


ing for his merchandise plus the fam- 
ily’s other ‘debts. 

Since small loan companies lend cash 
only, the chances of profit, or of avoid- 
ing loss, depend solely on the ability 
and willingness of a borrower to repay. 
Consequently, when a borrower comes 
into one of our branch offices, a com- 
plete and personal investigation is made 
of his financial condition. Of course, 
this costs money, whether a loan is 
made or not. It is necessary, for one 
reason or another, to turn down many 
requests for loans. Usually the rejected 
applicant is already so deeply in debt 
that a loan would put an added burden 
on him which he could not carry. We 
would be doing him and ourselves a 
disservice if a loan were granted. In 
those cases where investigation dis- 
closes that the company can render a 
financial service by lending money, a 
loan is made. 

Needless to say, loans should be made 
for provident purposes only. A person 
who borrows for improvident purposes 
is a bad risk even if he could repay the 
money. 

The size of the loan must have some 
sound relation to the borrower’s in- 
come; and repayments must be planned 
so that they will not put too great a 
strain on his income. For example, the 
average 1940 income of Household bor- 
rowers in the United States was $169 a 
month. The average loan made was 
$168, equivalent to a month’s income. 
Our records show that, on the average, 
the loans were repaid faster than the 
loan contract required. 


State Costs Clearly 


We have also learned that as a mat- 
ter of good business the borrower 
should be told the cost of his loan, 
stated in percentage per month on the 
unpaid principal balance. All small 
loan agencies, whether they be personal 
finance companies, credit unions, or 
banks, are in the business of making 
monthly loans. It should be clearly 
understood that a loan made on the in- 
stallment repayment plan is a different 
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kind of a loan than one to be repaid 
in full at the end of a definite period. 
A borrower who does not pay his loan 
until the end of a year, for example, has 
the use of the full amount for the entire 
twelve months. If it is repaid in monthly 
installments he has the use of the full 
amount for only one month. That is 
why the method of stating charges in 
terms of monthly percentages on unpaid 
balances is the best method. 

If this is done, there can be no ques- 
tion in the borrower’s mind as to what 
rate of interest he is paying. It also 
enables him to shop around and find 
out whether he can get a similar value 
for his money elsewhere. If the rate 
seems high, he is under no delusions 
about it. He knows that this credit is 
expensive but he also knows that he is 
paying charges on the money only so 
long as he has it. The faster he pays 
the loan, the less it costs him. This 
also is good business. Nor can there be 
any allegation on the part of the bor- 
rower that he was deceived as to the 
true cost. This makes for a pleasant, 
satisfactory, businesslike relationship 
between the borrower and the lender. 
A customer who is fully informed be- 
fore he borrows is more likely to be a 
satisfied customer afterward. 


Teach Income Management 
The lender’s 


relationship with a 


borrower does not end when the loan. 


has been made. He should encourage 
the family to conduct its finances on a 
sound basis. Household has, through 
its research department, compiled a 
series of booklets on money manage- 
ment for families, which assists them to 
apportion their incomes. Every bor- 
rower is offered a copy of a helpful 
“budget calendar,” and many of them 
use this faithfully. 

The series also contains booklets on 
“Better Buymanship” and “Stretching 
the Dollar,” which attempt to teach the 
family how to get the most for its 
money. These booklets, available to 
all customers, deal with the subjects 
closest to the family pocketbook. They 
include advice on purchasing meat, 
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shoes, household textiles, clothing, dairy 
products, furniture, poultry, eggs, fish, 
floor coverings, kitchen utensils—to 
mention only a few items. 

The idea behind this series of book- 
lets is explained by B. E. Henderson, 
president of Household Finance Cor- 
poration, who says: 

“This library was developed primarily 
to serve the families who bring their 
financial problems to us each year. We 
lend money to these families. Naturally 
we are interested in their efficiency as 
‘going concerns.’ 

“Since our business requires con- 
tinued research in family economics, it 
is appropriate that the results of our 
studies in money management and better 
buymanship be made available to the 
general public. We hope our library is 
making a real contribution toward the 
development of the movement in the in- 
terest of the consumer. 

“Business promotes its own progress 
and stability by equipping consumers 
with information which will make them 
wiser managers and better buyers.” 


Many income management problems are 
covered in booklets prepared for bor- 
rowers by the Household Finance 
Corporation: counsel on purchase of 
home furnishings, food, clothing, tex- 
tiles, kitchen utensils, cosmetics, radios, 
etc. Interestingly written and attrac- 
tively illustrated, these booklets aid 
Household’s borrowers to more wisely 
handle their incomes, and thus increase 
their soundness as loan risks. 
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We believe that it is wise and sound 
to teach people how to manage their 
incomes. The point might be raised 
that if everybody managed his income 
wisely, consumer credit agencies 
wouldn’t have any business. But every- 
body does not manage wisely. Even if 
they did, emergencies will always come 
up even in the best managed families. 
There will always be occasions for 
borrowing—necessary borrowing, hu- 
man nature being what it is. But the 
main point is that a loan made to a 
family whose finances are well handled 
is usually an economically sound loan. 


Collection Methods 


Of course, there is always a chance 
that although a borrower may be a good 
risk at the time the loan is made and 
may have every intention of repaying, 
he will find that he cannot pay. He 
may have lost his job. If there is no 
money coming in, there can’t be any 
payments. Enlightened lenders have 


found that when this situation arises, 
it is to the advantage of both the bor- 
rower and the lender to give every con- 


sideration to the borrower. Harsh col- 
lection methods do not accomplish any- 
thing but ill will. They make the cus- 
tomer angry. A customer who has been 
treated leniently is appreciative, but a 
dissatisfied one may influence many 
other customers. 

We usually have a chattel mortgage 
on the household goods of a borrower. 
However, there are almost no fore- 
closures on this type of security. We 
believe that it is foolish to take posses- 
sion of furniture in use. If we did this, 
we would drive away business faster 
than we could get it in. 

It is also to our interest to help an 
unemployed delinquent borrower to 
find a job. Our managers are extremely 
active in this type of assistance and help 
many hundreds of our customers to find 
employment. Of course, the borrowers 
appreciate this service and it builds 
good will. 

The taking of wage assignments as 
security for a loan is a practice which 
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is socially bad. Many employers dis- 
approve so strongly of the giving of 
wage assignments that an employe whose 
wages have been attached is liable to be 
discharged. Consequently, Household 
does not take wage assignments. Nor 
does it accept co-signers. Many of our 
customers would be unable to obtain 
other signatures on their notes and 
many more are unwilling to ask their 
friends to do so. It is more strengthen- 
ing to a man’s pride and self-respect to 
be able to borrow money without ask- 
ing someone else to share the risk. 
Another policy which is of benefit to 
both borrower and lender is keeping 
the transaction confidential. In the in- 
vestigation, in so far as possible, the 
necessary information should be ob- 
tained from the borrower himself—not 
from his neighbors, his relatives, his 
employer, or his other creditors. 


Keep Rates Reasonable 


Household has for many years been 
a leader in the reduction of rates on 
small loans. We do not follow the old 
idea of trying to get as high a price 
as we can. It is obviously better for 
the borrower if he can obtain money 
at lower cost. It is also better for the 
lender. A large volume of business at 
low rates is sounder than a smaller vol- 
ume of business at high rates. If a 
family is able to get out of financial 
difficulties at a reasonable cost, the 
grantor of the credit has earned not 
only the good will of that particular 
family, but often the good will of 
friends and relatives. 

If, in dealing with the public, a small 
loan agency frankly tells borrowers the 
whole truth about the cost of their loans; 
if it grants credit only where credit is 
merited; if it sells its service at reason- 
able rates; if it treats borrowers fairly 
at all times; if it constantly endeavors 
to encourage borrowers to repay their 
loans and free themselves of debt—if it 
does all these things—it is operating on 
a sound and businesslike basis, and is 
also performing a necessary public 
service. 
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INCREASING PERSONAL LOAN BUSINESS 


by R. E. DOAN and G. F. FOLEY 
Price $2.50 


The Chapters HE Personal Loan Department has far 
greater possibilities than have hitherto 
. Who Borrows. Why They been realized. Mr. Doan and Mr. Foley 
Borrow recognize the human features of this department 
. Practical Operating Suggestions in its possibilities for service to the worthwhile 
citizens of the community but they have gone 
further in their investigation of the country’s 
successful Small Loan Departments to answer 
. Introduction to “THE the questions: How May Profits Be Increased? 
DENVER PLAN” How May Services Be Broadened? How May 
. DENVER PLAN and Large Its Facilities Be Extended to Serve Business 
Firms as Well as the Individual? 


. Advertising Personal Loan 
Department 


Department Stores 


. DENVER PLAN and Small Besides these questions the authors as 

Retailers, Professions originators of the now famous “DENVER 
PLAN” present their experiences and set forth 
for the first time the entire operation of this plan 
which assists retail merchants to liquidate their 
. FHA Mortgage Loans delinquent accounts. 


. Systematizing FHA Moderniza- 
tion Loans 


May we send you on 5 days’ approval a copy of 
INCREASING PERSONAL LOAN BUSINESS? 


BANKERS PUBLISHING COMPANY 
465 Main Street . “ Cambridge, Massachusetts 
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The Federal Reserve’s 


Monetary Control Plan 


(Part III) 


N order to centralize control over the 

money market, the Federal Reserve 

authorities asked for the repeal 
of certain powers which, at the present 
time, are held by the President of the 
United States and the Treasury. The 
powers mentioned in the report are: 

1. Powers of the Treasury: (a) 
monetization of foreign silver; (b) 
issuance of silver certificates against the 
seigniorage amounting, at the present 
time, to approximately $1,500,000,000. 

2. Powers of the President: (a) 
further devalue the dollar in terms of 
gold,’ (b) to issue $3,000,000,000 of 
greenbacks. 

Although the division of control over 
the money market in the United States 
has oft-times seemed to have led to 
divergent credit policies, it is significant 
to note that the monetary authorities in 
this country are restricted in their efforts 
toward control over the money market, 
in that they are well able to increase 
the credit base, but cannot do much to- 
wards tightening it.* If the powers of 
the Treasury and President listed above 


1 Although positive action by Congress 
would be required for the institution of 
most of the Board’s recommendations, the 
President’s authority to devalue the dollar 
can be eliminated by Congress if Congress 
does not extend it when this power lapses 
on June 30, 1941. 


2See “Discordant Dual Credit Control” 


by Gusried Freund in July, 1939, issue of 
Tue Banxers MAGAzine. 
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are abolished and the recommendations 
of the Federal Reserve authorities are 
approved in full, the Open Market 
Committee would become sole and abso- 
lute master over the monetary and credit 
structure of the country. 

Although there is a widespread belief 
that under present conditions complete 
authority over the money market should 
be vested in one body, there is a great 
deal of controversy as to what body 
should be given such all encompassing 
power. It is not within the scope of 
this analysis to say to whom control 
should be given, but it is sufficient to 
state that it is quite unlikely that the 
proposals advanced by the Reserve 
authorities will be acted upon by Con- 
gress within the near future. The huge 
amount of new financing and refunding 
of Government obligations in the near 
future and the major role ‘which the 
Treasury is likely to occupy in such 
financing is a better than fair indication 
that any legislation or action by Con- 
gress will be motivated by the sugges- 
tions and needs of the Treasury. 


Less Important Today 


Despite the fact that the repeal of the 
powers of the President and Treasury 
over the money market would be a wise 
step, one that has been advocated time 
and time again, such action does not 
carry with it the importance today that 
it would have in the past. The powers 
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listed above were granted to the Treas- 
ury and the President for the purpose of 
bringing about a higher level of busi- 
ness activity and were not intended to 
be used during a period of business 
prosperity. Such powers were granted 
at a time when the general feeling pre- 
vailed that an easy money policy and 
a decline in the value of the dollar in 
terms of gold would tend to raise prices 
and stimulate business activity. It 
seems unlikely that the Treasury or the 
President would utilize the remaining 
powers in view of the fact that past ex- 
perience has shown that such a policy 
has not been successful in attaining the 
desired ends and in view of the spur to 
business brought about by the defense 
program as well as the fact that it would 
be senseless to add more than ten bil- 
lion dollars of reserve balances, the 
largest part of which would be excess 
reserves, to the already existing high 
level of over six billion dollars of ex- 
cess reserves. 

Furthermore, the fact that Secretary 
Morgenthau has requested an increase 
in tax rates so that two-thirds of current 
governmental expenditures shall be met 
through taxation and the fact that he is 
attempting to obtain the remaining one- 
third by borrowing from ultimate in- 
vestors rather than banks, are indica- 
tions that the Government, at least for 
the time being, does not intend to meet 
defense expenditures through utilization 
of its monetary powers which would 
provide additional funds but would also 
result in an inflation of the credit base. 
The repeal of such powers, therefore, 
although a step in the right direction. 
would not in itself have any great sig- 
nificance in eliminating the more seri- 
ous dangers in our credit structure 
today. 


Remaining Executive Powers 


It should be added, moreover, that the 
Federal Reserve proposals should have 
gone a little further in their recom- 
mendations to abolish the powers of 
the President and Treasury over the 
money market. As Senator John G. 
Townsend, Jr., suggested, there are a 


‘‘Although there is a wide- 
spread belief that under present 
conditions complete authority 
over the money market should be 
vested in one body, there is a 
great deal of controversy as to 
what body should be given such 
all encompassing power. It is 
not within the scope of this 
analysis to say to whom control 
should be given, but it is suffi- 
cient to state that it is quite 
unlikely that the proposals ad- 
vanced by the Reserve authori- 
ties will be acted upon by Con- 
gress within the near future. 
The huge amount of new financ- 
ing and refunding of Govern- 
ment obligations in the near 
future and the major role which 
the Treasury is likely to occupy 
in such financing is a better than 
fair indication that any legisla- 
tion or action by Congress will 
be motivated by the suggestions 
and needs of the Treasury.’’ 


number of powers which will still re- 
main in the hands of the Chief Execu- 
tive and Treasury even if all the emer- 
gency monetary powers mentioned in 
the special report of the Federal Reserve 
System were abolished. 

The proposal “makes no mention of 
the President’s power to revalue our 
silver by reducing the legal content of 
the standard silver dollar. 

“There is also the power of the 
administration to arrange for the sale 
to the Federal Reserve banks of $3,000,- 
000,000 of Government securities. This 
power, too, is unnecessary and should 
now be repealed. 

“Finally, no mention is made in the 
‘special report’ of the domestic silver 
program. If there is no monetary need 
to monetize foreign silver, there can be 
no monetary need to monetize domestic 
newly-mined silver.”* 


® Release from the office of Senator John 
G. Townsend, Washington, D. C. on 
January 5, 1941. 
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*‘Despite the fact that the re- 
peal of the powers of the Presi- 
dent and Treasury over the 
money market would be a wise 
step, one that has been advo- 
cated time and time again, such 
action does not carry with it the 
importance today that it would 
have in the past. The powers 
were granted to the Treasury 
and the President for the pur- 
pose of bringing about a higher 
level of business activity and 
were not intended to be used 
during a period of business 
prosperity. . . . It seems unlikely 
that the Treasury or the Presi- 
dent would utilize the remaining 
powers in view of the fact that 
past experience has shown that 
such a policy has not been suc- 
cessful in attaining the desired 
ends and in view of the spur to 
business brought about by the 
defense program as well as the 
fact that it would be senseless to 
add more than ten billion dol- 
lars of reserve balances, the 
largest part of which would be 
excess reserves, to the already 
existing high level of excess re- 
serves.’’ 


Finally, the request that the Federal 
Open Market Committee be consulted 
at such times that it be found necessary 
to use the stabilization fund in any 
manner that would affect the excess re- 
serves of the country seems to indicate 
that the Federal Reserve system expects 
in the future to come into conflict again 
with the policy of the other monetary 
authorities. Since it was stated before 
that the Treasury is likely to occupy the 
major role as overseer of the money 
market over the duration of the present 
rearmament program, it would seem 
advisable, on the basis of the above 
assumption, to have the Treasury remain 





in sole control over the administration 
of the stabilization fund. It is quite 
certain the life of the stabilization fund 
will be extended, and it is quite likely 
that Congress will not alter or change 
any provisions governing the operation 
of the stabilization fund. One may feel 
certain that Secretary Morgenthau 
would seek permission of Congress be- 
fore he would utilize the $1,800,000,000 
of gold still intact in the stabilization 
fund in such manner that it would ma- 
terially affect reserves of the banks. 


Effects of Gold Imports 
The third point in the Federal Re- 


serve’s proposals is: “Without interfer- 
ing with any assistance that this Gov- 
ernment may wish to extend to friendly 
nations, means should be found to pre- 
vent further growth in excess reserves 
and in deposits arising from future gold 
acquisitions. Such acquisitions should 
be insulated from the credit system and, 
once insulated, it would be advisable if 
they were not restored to the credit sys- 
tem except after consultation with the 
Federal Open Market Committee. 
Here, again, this factor is of less im- 
portance today than it was during the 
years 1938, 1939 and 1940. Both the 
passage of the Lease-Lend Bill and the 
fact that the British Empire accounts 
for approximately 60 per cent of the 
total annual gold output are indications 
that imports of gold into the United 
States will diminish in future months. 
For the first four months of 1941, net 
gold imports into the United States 
aggregated approximately 550 million 
dollars as compared with 1,147 million 
dollars for the same period in 1940. It 
is estimated, therefore, that total net 
gold imports for 1941 will amount to 
little more than one billion dollars as 
compared with 4.7 billion for 1940, 3.6 
billion for 1939, and 2.0 billion for 
1938. Furthermore, the proposal sets 
forth no method whereby such insula- 
tion may be accomplished, although it 
has been assumed that this would be 
done through the sale of Treasury bills 
as was the policy of the Treasury from 
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the end of 1936 to the beginning of 
1938. The sale of Treasury bills, how- 
ever, would have the effect of increasing 
the public debt of the Federal Govern- 
ment at a time when huge deficits have 
been forecast, and would bring to bear 
pressure on the rate at which Treasury 
bills could be sold, tending to harden 
the Treasury bill rate. It would seem, 
therefore, that if such policy were to 
be adopted some other method would 
have to be found which would not 
necessitate additional Government bor- 
rowing and result in the possibility of 
a higher cost of borrowing to the Gov- 
ernment. 


Bond Sales to Public 


No one can argue about the sound- 
ness of the proposal to finance the 
deficits of the Government by selling 
bonds to the public (individuals, cor- 
porations, insurance companies, etc.) 
rather than to the commercial banks of 
the country. Such action on the part 
of the Federal authorities would accom- 
plish a two-fold purpose, which would 
tend to lessen the possibility of price 
inflation in this country. The two-fold 
result of such a move would be: 

1. No new deposits or purchasing 
power would result in this case, whereas 
total deposits would increase if securi- 
ties were bought by commercial banks. 
Since the creation of new deposits with- 
out a corresponding increase in the pro- 
duction of goods and services is infla- 
tionary, because under such circum- 
stances demand is increasing faster than 
supply, the sale of securities to others 
than commercial banks will avert such 
tendencies from setting into motion. 

2. It would result in a shift of pur- 
chasing power from consumers to the 
Government, and thereby reduce de- 
mand for consumers’ goods to that ex- 
tent. This is especially important at a 
time when production of certain types 
of consumers’ goods is being reduced, 
and the machinery, material, and labor 
used in their production is being di- 
verted towards output of war materials, 
since it tends to curtail demands for 
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consumers’ goods at the same time that 
the supply is being reduced. 


The Treasury has time and time 
again indicated that it intends to pursue 
the above policy in its offerings of 
securities, and the issuance of Defense 
Savings Bonds‘ allows the individuals 
with small incomes to invest their sav- 
ings in such obligations. The recom- 
mendation of the board in connection 
with this topic, however, has either 
failed or declined to take notice of one 
factor which is of the utmost import- 
ance. What, if anything, does the board 
propose as a substitute if funds to 
finance the deficits cannot be obtained 
solely through sale of Government 
obligations to the investing public? 
Does one believe that the Government 
will hold up or delay its defense pro- 
gram rather than sell bonds to the 
banks? There can be no doubt that 
the Administration will chance the risk 
of inflation, if necessary, in order to 
rearm itself, rather than be unprepared 
as a result of trying to avoid inflation. 

Furthermore, as stated in the first 
article, control over inflationary price 
movements will come not so much from 
monetary and credit channels as from 
the direction of production, distribution 
and consumption (namely, priorities, 
price control, rationing, taxation, etc.). 
Thus if the necessity arises, the Govern- 
ment will not hesitate to sell bonds to 
the banks, and justifiably so, if the sale 
of obligations to others than banks does 
not provide funds in an amount sufhi- 
cient to carry on our defense program. 
Although such a situation would not 
be a favorable one, it still would not 
mean price inflation if the other controls 
mentioned above are used properly. 


(Note: This is the third of a series of ar- 
ticles appraising the recent Federal Reserve 
proposals for additional monetary control 
legislation. The first two appeared in the 
April and May issues of THe BawnxKers 
MacazineE, and the concluding article will 
appear in the July issue.) 


‘For explanation of the various types of 
such obligations see THe Bankers Maca- 
zine for May, 1941, page 418. 
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Economics of the 


Good Neighbor Policy 


EMISPHERE solidarity today is an 
essential element in our national 
defense. The maintenance of eco- 

nomic stability in the American Repub- 
lics, the building up of strength to en- 
able them to resist the forces that thrive 
on economic weakness, is a vital factor 
in an all-out effort for the defense of 
this country. 

The freedom of every nation in the 
Americas is at stake. If the powers that 
have made Europe a shambles are ever 
permitted an entering wedge into the 
Americas, the democratic free life of all 
the American republics will be threat- 
ened and the procedure of joint inter- 
American action dangerously menaced. 
Penetration through weakness on the 
economic front is a tactic with which 
we are by now familiar. Against such 
weaknesses we must be constantly on 
guard. 


It is within this frame of reference 
that we have been working to imple- 
ment the good neighbor policy. Our 
approach to the economic and financial 
problem has been complicated by three 
factors: 

First, the situation is fluid, shifting, 
dynamic. It requires great flexibility 
of operations, in the absence of any- 
thing to which you can tie as a con- 
tinuing base. 

For instance, the continued revamp- 
ing of our production schedules entails 
frequent alterations in commodity situa- 
tions. The case of copper might be 
cited. Where six or eight months ago, 
prospects for moving Latin American 


By Joseph C. Rovensky 
Director, Division of Finance and Industry, 
Office for Coordination of Commercial and 
Cultural Relations Between the American 

Republics, Washington, D. C. 


copper were extremely poor, hundreds 
of thousands of tons have now been 
bought and production is at a high level. 
In other cases, surpluses have melted 
away to become serious deficiency 
problems. 

As the theater of war expands, there 
is pressure to divert ships from inter- 
American trade lanes, with serious effect 
on the movement of goods. For in- 
stance, only recently the extension of 
the war to Yugoslavia caused the with- 
drawal of certain Yugoslavian ships, at 
a time when the shipping situation is 
already acute. 

Again, changes in British purchasing 
requirements from time to time neces- 
sitate revision of estimates of the for- 
eign exchange and commodity positions 
of individual countries; on the east 
coast, for example, any changes in the 
purchase of cereals or pastoral prod- 
ucts strike home with serious conse- 
quences. 


Emergency Action Required 


A second element to be taken into 
account is the fact that we cannot al- 
ways be guided by strictly economic 
lines. This is an emergency. An emer- 
gency demands fast decisive action. It 
may well be that in speeding into pro- 
duction a new source of strategic ma- 
terials we shall be complicating the 
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post-war situation. Quite possibly, a 
detailed consideration of the relative 
competitive position of new and old 
sources might in normal times dictate 
some other course. But today nothing 
can be allowed to hold up our produc- 
tion lines. Similar problems arise in 
other fields too. You may rest assured 
that every effort is being made to chart 
our course along sound lines—but there 
are too many uncertainties in the situa- 
tion and too much pressure for imme- 
diate results to set up and adhere to 
strictly economic guideposts that would 
be possible in an orderly and leisurely 
pursued peacetime program. 

Finally, it must always be remem- 
bered that twenty-one independent na- 
tions are involved. Our decisions are 
always taken with a view to maximiz- 
ing the mutual advantages among the 
countries concerned. In other words, 
we are taking action with the other 
countries, rather than taking action on 
them or for them. This codperative 
approach is especially significant in 
these days when on another continent 
a single nation is trying to ride rough- 
shod over the spirit and body of inde- 
pendent peace-loving nations. Our suc- 
cess in coéperating in the solution of 
common problems will stand out the 
brighter by contrast. 

The primary problem since the war 
broke out has been to maintain the pur- 
chasing power of American countries so 
that they might continue to import their 
minimum requirements for a_ healthy 
level of economic activity. Perhaps no 
problem better illustrates the instabilitv 
of the situation. Its base has changed 
successively from a financial to a trade 
to a shipping to a priorities affair. 


Early Financial Assistance 


The first solution was financial. Since 
Continental Europe had taken one out 
of every eleven or twelve dollars worth 
of goods produced in Central and South 
America, the loss of these markets hit 
these countries with terrific force. The 
blow was the more serious because these 
countries had been exporting one-fourth 
to one-third of their total production. 
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While the American republics mar- 
shalled their forces to meet the situa- 
tion, the United States stepped in with 
financial assistance. Around $125 mil- 
lion in credits was made available by 
the Export-Import Bank to some ten 
countries to ease the exchange situation, 
and the Treasury entered into a Stabil- 
ization Fund operation to the extent of 
$50 million. This gave our neighbors 
a breathing spell in which they could 
decide how best to gear their produc- 
tion to hemisphere markets, further di- 
versify production to achieve greater 
self-sufficiency, and adjust imports to 
capacity to pay. 

Meanwhile it was recognized that the 
largest measure of assistance that we 
could render would be the buying of 
more goods from Central and South 
America, thereby replacing the lost mar- 
ket. We have done that. 

Our buying from Central and South 
America has increased steadily as pur- 
chases have been diverted to the south- 
ern republics, defense requirements have 
grown, and our business men _ have 
vigorously explored potential sources of 
complementary commodities that can be 
marketed in the United States. Last 
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‘‘In the financial and com- 
mercial areas [of the good neigh- 
bor policy] there is work for us 
all. As exporters we shall in- 
creasingly be interested in ‘trad- 
ing’ as against mere ‘selling.’ 
As importers we shall more and 
more be engaged in promoting 
the distribution of non-competi- 
tive American products in this 
market. As investors we are 
aware that when capital flows 
intelligently it creates its own 
security, improves the capacity 
and security of other invest- 
ments, adds to the prospects of 
trade. In all these varied inter- 
ests there is a fundamental unity 
of interest in the strengthening 
of the economies of the Ameri- 
can Republics,’’ points out Mr. 
Rovensky in the accompanying 
portion of his recent address be- 
fore the Bankers’ Forum of the 
New York Chapter of the Ameri- 
can Institute of Banking. 





























year we bought $170 million more in 
Central and South America‘than we did 
in 1938; and this year our purchases 
have been running about 40 per cent 
higher than in 1940. Dorothy Thomp- 
son, you will recall, suggested some time 
ago that the way to hemisphere solidar- 
ity was to consume more American 
products. Her suggestion was facetiously 
called the eat-for-solidarity plan. Yet 
there is no disputing the fact that the 
future of our economic relationships 
with our southern neighbors clearly 
rests in large part on our realization 
that we must buy more if we are to sell 
to this potentially great market and 
share in the fuller development of its 
resources. Channels of trade are being 
developed today which I am sure will 
survive this emergency period and per- 
manently expand commercial relations 
among the American republics. 
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Exporters’ Opportunity 


On the part of American manufac- 
turers, the prospect of having this busi- 
ness revert to-old sources when the war 
is over, coupled with the expansion of 
domestic business, easily creates a re- 
action of indifference at first glance. 
This emergency is actually a period 
when our exporters can permanently 
enlarge their share of the market if they 
give it careful attention, develop loyal 
distributing agencies, and maintain ade- 
quate representation in the field. But 
even if we correctly assume that the 
full increase cannot be retained, we 
must deliver to our neighbors their 
minimum requirements, whatever prior- 
ities it may require over less essential 
needs in our own market. The need is 
immediate. The relation to our defense 
effort is urgent. 

The farmer who needs tools to har- 
vest his crop, the factory which is wait- 
ing on a vital machine to set the wheels 
of production in motion, the public 
works contractor who needs parts for 
his trucks, all look to the United States. 
This democracy can deliver the goods. 
It will deliver them. 


Long-Run Problems 


Because I have limited myself thus 
far to the emergency situation, please 
do not think that long-run problems are 
being ignored. Hardy perennials that 
are obstacles to the flow of capital con- 
tinue to engage our attention. New in- 
struments for economic codperation are 
being created. 

In these long-run problems also, our 
approach takes into consideration the 
interests of all the American republics. 
They on their part are engaged in ap- 
praisals of policy and procedure in 
which they may shape their develop- 
ment most satisfactorily. That there are 
obstacles in the economic and financial 
field, none will deny. As an example, 
the defaulted dollar bonds have long 
served as a drag on smooth financial 
collaboration and retarded the healthy 
flow of capital southward. The peren- 
nial suspicion and uncertainty with 













which foreign financial participation is 
viewed, is something that will have to 
be worked out on both sides, and I be- 
lieve satisfactory formulae can _ be 
found. ; 


I feel that there is growing apprecia- 
tion in this country, on the part of busi- 
nessmen and bankers and government 
alike, that our long-run interests co- 
incide essentially with those of the 
country in which economic codperation 
might be entered upon, and that invest- 
ments can be profitable and secure only 
as they help strengthen and build the 
national economies. The sovereign na- 
tions to the south of us will also have 
to arrive at a basis on which foreign 
capital will be invited, so that develop- 
mental work can go forward. If one 
side or the other is not content with 
the details of the partnership the enter- 
prise is doomed to failure. Mutual ad- 
vantages must be the criterion for all 
economic and financial relationships. 


Inter-American Bank 


Among the instruments which are be- 
ing developed are the Inter-American 
Developmental Commission and _ the 
proposed Inter-American Bank. The 
Development Commission was set up 
by the Financial and Economic Advis- 
ory Committee established at the Meet- 
ing of Ministers of Foreign Affairs in 
Panama shortly after the outbreak of 
war. It is now engaged in creating in 
individual countries local councils com- 
posed of business men, financiers and 
government officials who will survey op- 
portunities for development of comple- 
mentary industries and diversification of 
production, and bring them to the atten- 
tion of potential investors. 

The idea of an Inter-American Bank 
is,, of course, not a new one. It has 
been discussed periodically at Inter- 
American conferences for some fifty 
years. The bank as now proposed is 
the result of many months of study and 
effort by the Inter-American Financial 
and Economic Advisory Committee, 
which was assisted by a ‘group of ex- 
perts from the United States, in which 


THE BANKERS MAGAZINE for June, 1941 


INDUSTRY IS 
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IN THE VITAL 
GREAT LAKES REGION! 


The nation’s cry is for steel, steel 
and more steel. And cargoes of rich, 
red ore are moving down the lakes 
in unprecedented number this spring 
.-. to feed the hungry blast furnaces 
of the Great Lakes Region. 
Production is moving at top speed 
in shipping, iron and steel, and 
scores of other widely varied indus- 
tries in the vital Great Lakes area 
.-. which this bank is proud to serve. 
© 
FOR MORE THAN 50 YEARS... 


Central National Bank has been closely 
identified with the Great Lakes industrial 
region. We'll welcome your inquiries for infor- 
mation or for financial service of any type. 



















































































the State and Treasury Departments, 
Federal Reserve Board and Federal 
Loan Agency participated. The bank 
is to be an Inter-Governmental organ- 
ization, set up under a Federal charter 
granted by the United States. Partici- 
pation by the United States under the 
schedule of minimum subscriptions will 
require a subscription of 50 shares in 
an amount of 5 million dollars. It is 
my feeling that some such organization 
will be useful in providing financial 
assistance, which private banking might 
feel is not properly within the sphere 
of its activities. It is not intended to 
compete with or encroach upon ade- 
quate existing banking facilities, and, 
from our side, it will be able to work 
along with the Export-Import Bank. It 
is generally accepted that an _inter- 
American bank would be useful in pro- 
viding a meeting ground where the 
financial minds of the various nations 
could meet to work with each other on 
problems affecting their national wel- 
fare. 


Bankers’ Sphere 


I do not wish to leave the subject of 
financial assistance in the program for 
hemisphere development activity with- 
out inviting you bankers to show your 
interest and to find your sphere of use- 
fulness and possible opportunity in 
what we are trying to accomplish. Quite 
frequently, private banking has viewed 
critically the intrusion of governmental 
agencies within its field. These are un- 
usual times and unusual things have to 
be done. I believe that we have the 
most hope of keeping peace in the 
family if private banking will strive as 
hard as it can to find ways of meeting 
the financial responsibilities that these 
trying times bring, maintaining close 
touch with the Government, and endeav- 
oring to arrive at mutual understanding 
and trust. 

I am sufficiently an optimist to be 
confident that this hemisphere has the 
natural and human resources to achieve 
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a much higher standard of living. I am 
equally certain that we have the tech- 
nical competence and the financial re- 
sources to participate in such a develop- 
ment, and that we have the will to act 
in a spirit of democratic coéperation. 

But I am sufficiently a realist to know 
that in the last analysis our réle in this 
development must be defined by the 
lines of economic progress which each 
individual American nation elects and 
by how much effort and codperation 
they will put into it. 

Whatever course is elected, however, 
to the extent it involves the collabora- 
tion of the United States it will require 
the codperation of Government and 
business and private finance. There is 
a tremendous job to be done here—a 
great constructive task that is a chal- 
lenge to us all. 

In the financial and commercial areas 
there is work for us all. As exporters 
we shall increasingly be interested in 
“trading” as against mere “selling.” As 
importers we shall more and more be 
engaged in promoting the distribution 
of non-competitive American products 
in this market. As investors we are 
aware that when capital flows intelli- 
gently it creates its own security, im- 
proves the capacity and security of other 
investments, adds to the prospects of 
trade. In all these varied interests there 
is a fundamental unity of interest in the 
strengthening of the economies of the 
American Republics. The spirit of the 
pioneer American must carry on. 

If the Americas act with mutual con- 
fidence, if the Americas utilize the best 
experience of the hemisphere, if the 
Americas continue to recognize at all 
times that each country is independent 
and master of its own destiny, the 
foundation of our work will be sound 


‘and adequate to the task. The good 


neighbors are building, they are on the 
road to the larger economic welfare 
which their resources permit. The good 
neighbors will continue to build—and 
in the American way—by democratic 
cooperation. 









The Problem of 


Financing Defense 


HE financial problems of defense 

arise from the unprecedented size 

of public expenditures, concen- 
trated mainly in the field of heavy in- 
dustry, and the necessity for calling 
forth in the shortest possible time the 
maximum amount of defense production 
both for ourselves and for those we 
wish to aid. The financial problem is 
not how to provide an adequate supply 
of money but how to direct the use to 
which money and credit are put in such 
a way as to further the success of the 
enterprise and to avoid inflationary 
consequences. The avoidance of infla- 
tion is as essential for the preservation 
of our political and economic system as 
the defense effort itself. I am using the 
word inflation in the popular sense of 
disruptive price rises, whether confined 
to some segments of the economy and 
due to non-monetary causes or of a gen- 
eral nature and due to excessive mone- 
tary and credit expansion. 

We can meet defense needs and 
supply our civilian population only to 
the extent that we utilize our man 
power, materials and productive facili- 
ties. Defense must come first. What is 
left over will determine the extent to 
which we can meet civilian require- 
ments. We have no problem insofar as 
an ample supply of money is con- 
cerned. The volume of demand deposits 
and currency now in existence approxi- 
mates $45 billions, or 50 per cent in 
excess of the peak amount of the 
twenties. The present volume could 
be increased almost indefinitely by 
further expansion of bank credit in 
loans to corporations, to individuals and 
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to the Government. Merely to increase 
the supply of money would not in itself 
bring about needed production, but 
might result in inflationary develop- 
ments. 


Problem in General Terms 


Rather, a primary concern of de‘erse 
financing is to avoid an increase of the 
means of payment, that is, G? “orey 
in the hands of those who wouid s, ‘wd 
it faster than our economy covid pxo- 
duce goods. This would result in a 
rapid bidding up of prices. The prob- 
lem in general terms is simple, but in 
detailed application it becomes difficult 
and complex. In general terms, it means 
that we should aim to finance defense 
entirely out of taxation and savings, 
preferably taxation as full employment’ 
and production are attained. It means 
priorities in certain fields where both 
civilian and defense requirements can- 
not be immediately supplied out of 
available raw materials, existing ca- 
pacity, or available skilled labor sup- 
ply. It means price controls in cases 
where demand for essential basic ma- 
terials exceeds present supply. It means 
a program of taxation that will transfer 
back to the Government in the aggre- 
gate a substantial portion of the funds 
spent by Government, thus reducing the 
funds available to the public for pri- 
vate expenditure. It means encourag- 
ing a maximum amount of savings by 
all groups and classes of the popula- 
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tion. It means avoidance of unneeded 
expansion of bank credit which adds to 
the supply of money and thus of pur- 
chasing power. 

It is evident that the general prob- 
lems of defense financing, which I have 
enumerated, are interrelated and must 
be dealt with by a codrdinated series 
of measures. For instance, inflation can- 
not be dealt with solely by monetary 
and credit measures. As a matter of 
fact, at this stage of our defense effort 
such measures are of secondary impor- 
tance. Fiscal ‘policy, involving both the 
type of Government financing and taxa- 
tion and direct controls are far more 
important at present. 

Let us consider briefly some of the 
more important aspects of this general 
summary. 

In order to limit the need for price 
controls and priorities, every means pos- 
sible should be used to increase the out- 
put. This can be done by expanding 
the facilities of production, by increas- 
ing the available labor supply where 
there is a shortage of certain skills, by 
the working of longer hours, by pre- 
venting strikes and unjustified wage and 


salary incerases, and by utilizing to the 
fullest possible extent existing plant and 
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facilities wherever they may be. To be 
sure, this is a difficult and a compli- 
cated task, requiring full information 
and full codperation on the part of Gov- 
ernment, industry and labor. 


Taxation Considerations 


In my opinion, taxation is the most 
important single means of maintaining 
stability in the economy and of pre- 
venting either general inflationary of 
deflationary developments. We must 
abandon the idea that taxation is merely 
a means of securing revenue. The ef- 
fects of taxation on the economy shoul 
be the primary consideration. For a 
tax system to be equitable, ability to 
pay should be the guiding principle. 
For this reason, a general sales tax, 
which has been strongly advocated by 
business groups, would be a great mis- 
take because it would fall heaviest on 
those least able to pay. Selective sales 
taxes which would have the effect of re- 
ducing demands for certain products, 
such as automobiles, mechanical refrig- 
erators and other articles that use re- 
sources greatly needed for defense, are 
justifiable and necessary at this time. 
Sales taxes on foodstuffs, clothing and 
other necessaries are wholly unwar- 
ranted, particularly when surpluses ex- 
ist. Taxes on such items would tend to 
diminish consumption, thus reducing 
effective demand. This, in turn, may 
create localized unemployment as well 
as idle capacity that could not be used 
for defense. 


Corporate Taxation 


The first source of defense 
should be the corporation tax and the 
excess profits tax because, in general, 
corporations are the greatest bene- 
ficiaries, directly and indirectly, from 
defense expenditures. In other words, 
the surplus accruing from the expand- 
ing national income tends to become 
concentrated in the first instance in the 
possession of business corporations. The 
most certain way to insure against in- 
flation is for the Government to levy on 
these earnings and divert the proceeds 
directly into the defense program be- 


revenue 
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fore they are distributed into the gen- 
eral income stream through higher 
wages and higher dividend payments. 

Thus, the most direct way to attack 
the inflation problem is through heavy 
corporate income and excess profits 
taxation. If these surplus funds are not 
thus collected in the first instance at 
the source, but are later distributed 
through large wage increases and large 
dividend payments to the community, 
it becomes necessary subsequently for 
the Government to abstract excess in- 
comes through the personal income tax, 
excise taxes, and other forms of mass 
taxation. The problem is not avoided 
but only delayed and made more diffi- 
cult by failure to tap the profits at the 
source. 


High taxation of personal incomes 
and excise taxation will be necessary in 
any event, but the amount needed from 
these sources will be reduced by a prior 
collection at the points where the profits 
originate, namely, in the business units. 


‘If excess profits are not tapped, they 


will lead to demands for higher wages. 
Apart from the question of equity and 
the problem of allaying industrial un- 
rest, is the question of going directly 
to the source of the increased flow of 
income and diverting it into the defense 
program before it spreads out into the 
community and adds private mass pur- 
chasing power on top of the Govern- 
ment’s demands springing from the de- 
fense program. 

With greatly increased surtax rates, 
especially in the middle income brackets, 
and in the absence of an undistributed 
profits tax, there will be a tendency on 
the part of some corporations to hold 
back disbursements of dividends. This 
is a further reason for heavy normal 
and excess profits taxes on corporations. 

In addition, the tax program, to be 
effective and equitable, should close im- 
portant loopholes in the gift and in- 
heritance tax laws. Similarly, the set- 
ting up by corporations of annuity and 
pension plans which are charged to ex- 
pense and provide large benefits to in- 
dividuals in lieu of increasing salaries 
and paying bonuses, should not be per- 


“The first source of defense 
revenue should be the corpora- 
tion tax and the excess profits 
tax because, in general, corpora- 
tions are the greatest beneficiar- 
ies, directly and indirectly, from 
defense expenditures. In other 
words, the surplus accruing 
from the expanding national in- 
come tends to become concen- 
trated in the first instance in the 
possession of business corpora- 
tions. The most certain way to 
insure against inflation is for the 
Government to levy on these 
earnings and divert the proceeds 
directly into the defense pro- 
gram before they are distributed 
into the general income stream 
through higher wages and higher 
dividend payments,’ suggests 
Mr. Eccles in the accompanying 
portion of his recent address at 
the annual meeting of the 
Chamber of Commerce of the 
United States. 


mitted to become an avenue of tax 
avoidance. 


Individual Income. Taxation 


With reference to the individual in- 
come tax, the normal tax and surtaxes 
on individual incomes have been mod- 
erate, compared with other countries, — 
except in the very highest income 
groups. They can and must be substan- 
tially increased. With expanding em- 
ployment and payrolls resulting from 
defense expenditures, it is equitable and 
necessary that some of the benefits be 
recovered by the Treasury. Exemptions 
should be reduced, thereby spreading 
the base and. increasing the number of 
income taxpayers. This is a more di- 
rect and equitable way of raising reve- 
nue from the lower income groups than 
by imposition of certain indirect excise 
and sales taxes. 

To the extent that wages are increased 
and prices are controlled, corporation 


THE BANKERS MAGAZINE for June, 1941 497 





‘‘Another very large store of 
savings which should ‘also be 
tapped consists of idle balances 
in banks held by corporations, 
by wealthy individuals and by 
trustees as well as by various 
public and private bodies. These 
funds are frequently not of the 
type that can or will go into 
long-term Government securi- 
ties, nor can they be attracted 
into short-term Government 
securities now available because 
practically no return can be 
obtained upon them. I believe 
many of them would be invested 
in registered short-term issues 
(not available to banks) of two 
years’ maturity, if such issues 
were made available at interest 
payable semi-annually, of from 
one-half to one per cent, depend- 
ing upon the length of time they 
are held, and were redeemable 
on any interest payment date on 
thirty days notice. So far as 
long-term rates are concerned, I 
think they are fair and that the 
Government would not be jus- 
tified in paying more than two 
and one-half per cent for long- 
term money on fully taxable 
securities.’’ 





profits are less than they would be other- 
wise, and Federal revenue from this 
source is accordingly diminished. Under 
these circumstances, it is only fair that 
this loss of revenue be made up by tax- 
ing directly the beneficiaries of the in- 
creased wages. 

The tax system should be so designed 
as to prevent any group from profiting 
out of this great national emergency 
at the expense of others. Neither in- 
dustry nor labor should be permitted to 
take advantage of the emergency. Men 
drawn into the Army and Navy are 
called upon to make great personal sac- 
rifices. Neither unity nor morale can 
be built upon inequality of treatment of 
our citizens. 
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less false notion that either capital or 


labor can make up now for lean years, — j 


If they were to reap great profits and ~ 


higher wages, they would be inviting in- — 
flated prices and in the end the added ~ 
profits and wages would buy fewer 
I think it is of great importance ~ 
that we grasp fully the fact that we as — 
a nation cannot profit out of world © 


goods. 


calamity. We cannot turn our indus- 
trial machine largely to making the 


things of war rather than the things of 


peace and have a higher standard of 
living. 

We have to start from the first prin- 
ciple—and I believe that most of us 
accept it—that the burdens to be borne 
and the sacrifices to be made should 
be equalized so far as possible. And 
that principle applies particularly to 
taxation. Therefore, those corporations 
and individuals who profit most should 
be the first to be taxed. They must be 
the primary ones from whom the Gov- 
ernment recaptures the proceeds of its 
expenditures. 

I am wholeheartedly in accord with 
the objectives of the taxation policy re- 
cently announced by the Secretary of 
the Treasury when he appeared before 
the Ways and Means Committee in ad- 
vocacy of measures to raise an addi- 
tional $31 billions of revenue. As he 
stated then, the purpose is to design our 
tax program, first, so that we may pay 
as we go for a reasonable proportion 
of our expenditures; secondly, so that 
all sections of the people shall bear 
their fair share of the burden; third, 
so that our resources may be mobilized 
for defense while reducing the amount 
of money that the public can spend for 
comparatively less important things; 
and finally, so that a general rise in 
prices may be avoided by keeping the 
total volume of monetary purchasing 
power from outrunning production. 

The Secretary of the Treasury has 
proposed that we raise at least two- 
thirds of the sums necessary for defense 
out of taxation, and with that purpose 
I am likewise heartily in accord. The 
rest should, so far as possible, be raised 


THE BANKERS MAGAZINE for June, 1941 


It is a perhaps natural but none the 















































by the sale of Government securities to 
the public, thus utilizing existing funds, 
instead of by the sale of securities to 
the commercial banks, since the latter 
method creates additional bank deposits. 
As I have indicated, we need to use 
existing funds, which are abundant. Ex- 
pansion of bank credit which creates 
new funds would only tend towards 
inflation. 

The Treasury’s three new types of 
savings bonds, together with savings 
stamps, are being offered to the public, 
beginning today. They are excellently 
designed to give all of our people an 
opportunity to participate in the financ- 
ing of the defense program. They are 
designed to attract the smallest savings 
of the people as well as those up to 
$50,000 a year. Apart from that 
patriotic purpose, however, they are im- 
portant in helping to protect the coun- 
try against inflation and they are a store 
of buying power for the future when 
supply can again be matched to demand. 

Another very large store of savings 
which should also be tapped consists of 
idle balances in banks held by corpora- 
tions, by wealthy individuals and by 
trustees as well as by various public 
and private bodies. These funds are 
frequently not of the type that can or 
will go into long-term Government se- 
curities, nor can they be attracted into 
short-term Government securities now 
available because practically no return 
can be obtained upon them. I believe 
many of them would be invested in reg- 
istered short-term issues (not available 
_to banks) of two years’ maturity, if 
such issues were made available at in- 
terest payable semi-annually, of from 
one-half to 1 per cent, depending upon 
the length of time they are held, and 
were redeemable on any interest pay- 
ment date on thirty days’ notice. So 
far as long-term rates are concerned, 
‘I think they are fair and that the Gov- 
ernment would not be justified in pay- 
ing more than 2% per cent for long- 
term money on fully taxable securities. 

To the extent that we pay for defense 
out of taxes and through borrowing 
from savers rather than from the com- 
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*‘T have said that monetary 
and credit factors are at this 
time less important than other 
factors in the situation. Never- 
theless, with the existing large 
volume of deposits and the vast 
reservoir of excess reserves 
which could serve as a basis for 
doubling the existing volume of 
deposits, it will probably become 
necessary at some future time to 
absorb into required reserves a 
portion of the idle funds held by 
the banks. This would diminish 
the pressure on the banks to find 
outlets for their funds in Gov- 
ernment securities and would 
facilitate the placing of a larger 
part of the new issues with non- 
banking investors. It would also 
make the banks more careful 
about avoiding unsound or 
speculative extensions of credit 
and would restrain further 
growth in the already abundant 
volume of bank deposits. Con- 
sequently it would diminish in- 
flationary dangers.”’ 


mercial banks, thus using existing funds 
and not creating new funds, we help 
protect the country against the hazards 


of monetary and credit inflation. To 
the extent that people pay taxes or in- 
vest in Government bonds, such as the 
new savings bonds, these funds will not 
be available for the public to bid up 
prices in the market place and they will 
aid in financing defense, thus avoiding 
inflationary effects. 


Future Requirement Backlog 


This is the time for the public to 
build: up a backlog of future require- 
ments, especially of consumers’ durable 
goods, such as automobiles, housing, 
etc., that now are using some of the 
materials needed in defense. Instead of 
spending existing funds nad mortgaging 
future income for these goods, it would 
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be far better to defer these expenditures 
until the time when the Government’s 
defense outlays can be reduced. At such 
a time the backlog of buying power 
coming into the market will be an off- 
set to the reduced Government expendi- 
tures and help to sustain employment 
and national income. 

We should consider the advisability 
of providing a method of controlling 
the volume of forward buying on in- 
stallment credit. Further expansion of 
installment credit at this time would be 
an inflationary factor. Installment credit 
has tended to expand as employment 
and payrolls expanded and to contract 
when both were declining. It has thus 
tended to be an unstabilizing influence 
on the economy when it might have 
been made a stabilizing influence. 

I have said that monetary and credit 
factors are at this time less important 
than other factors in the situation. 


Nevertheless, with the existing large vol- 
ume of deposits and the vast reservoir 
of excess reserves which could serve as 
a basis for doubling the existing volume 
of deposits, it will probably become 


necessary at some future time to absorb 
into required reserves a portion of the 
idle funds held by the banks. This 
would diminish the pressure on the 
banks to find outlets for their funds in 
Government securities and would facili- 
tate the placing of a larger part of the 
new issues with non-banking investors. 
It would also make the banks more care- 
ful about avoiding unsound or specula- 
tive extensions of credit and would re- 
strain further growth in the already 
abundant volume of bank deposits. Con- 
sequently it would diminish inflationary 
dangers. 


Non-Defense Expenditures 


There is one additional matter of im- 
portance in connection with defense 
financing that should be given consid- 
eration. It is the subject of public ex- 
penditures for purposes other than de- 
fense. I do not believe that agricultural 
benefits should be curtailed, particu- 
larly in those fields where agriculture 
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does not profit as other groups do from 
defense expenditures or is adversely af 
fected as the result of the present inter. 
national situation; nor do I believe tha 
we should abandon social efforts on the 
part of the Government in those cases 
where the problem is not adequately 
met by the improved employment situa 
tion resulting directly or indirectly from 
defense expenditures. 

We are hardly justified in spending 
billions to aid other countries and bil- 
lions more in our own defense effort if 
at the same time we shut our eyes to 
urgent social needs at home that must 
depend upon Government assistance, 
However, reductions should be made 
wherever this can be brought about 
through increased efficiency as well as 
in those fields of Government activity 
which utilize men or materials needed 
in private enterprise or in defense. 

I have attempted to outline briefly 
the general public policies which I feel 
should be pursued to facilitate the 
financing of defense effectively with a 
minimum of economic dislocation now 
and after the defense effort has been 
completed. The successful carrying out 
of such a program as I have discussed 
—and it is a program designed to pre 
serve all of the essentials of our demo 
cratic system—depends primarily upon 
the understanding of and acceptance by 
the people of this country, particularly 
the leaders in business and industry. 

We have every reason to succeed. 
We are in a much stronger position than 
any nation in the world today. We have 
a vast endowment of natural resources. 
We have abundant and high-caliber man 
power. We have existing and poten- 
tially great productive facilities. We 
can provide, without inflation, all of the 
monetary and credit resources we re 
quire. 

We will fail only if we are ignorant 
of the social and economic problems 
confronting us or if through blind self- 
interest we imagine that we can make 
others bear the sacrifices and burdens 
which all must share in the greatest un- 
dertaking upon which our nation has 
ever embarked. 
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IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


ACH month records longer and 
longer steps on the road toward 
outright belligerency in another 

world war of far greater scope and 
affecting more intimately the banks and 
financial agencies of the nation than 
did the first World War a scant genera- 
tion ago. The extent of changes now 
being implemented in American life are 
so vast that even those who are instru- 
ments in making them apparently little 
understand the ultimate results. Blame 
for this is hardly proper, however, since 
inexorable circumstances are in com- 
mand and reluctantly the road must be 
followed to the unknown America of an 
obscure tomorrow. 

It is undoubtedly true that the 
economic and social reforms of the last 
eight years are lubricating these changes 
from the days of private enterprise to 
a day of more Government guidance— 
of a more socialistic state. But it must 
be recognized that the New Deal of the 
first two terms of President Roosevelt 
were possible because the nation as a 
whole was ripe for change, even de- 
manding it, in many instances. There 
have been blunders—colossal ones—it is 
true, but these have been due as much to 
a lack of appreciation on the part of 
capital of the changed world as on the 
part of social minded reformers out- 
running the procession. 

As for banking and bankers, the 
wholly negative role is outmoded and 
already proven ineffectual. These 
changes cannot be stopped by shouting 
“No,” and “viewing with alarm.” In 
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fact such tactics only serve to inspire 
reformers to go faster. Such attitudes 
give them texts to sway the inarticulate 
to follow radical leaders. If bankers 
and their institutions are to survive as 
private enterprise, they must come to 
appreciate the extent and scope of these 
changes now in progress in America’s 
economic and political life and help to 
guide them along safe paths. They must 
go even further, they must somehow re- 
sell their institutions to the people of 
America. The service that they can give 
must, somehow, be impregnated with 
social responsibility. 

With the foregoing in mind, this 
correspondent is happy to record that 
responsible banking thought gives evi- 
dence of some appreciation of the forces 
at work. While politically banking has 
found it difficult to work with the pres- 
ent Administration, under the guise— 
and the need—of united patriotic effort 
the financial leaders of the nation are 
becoming more and more a part of the 
program now under way to make the 
nation strong and contribute toward its 
successful efforts to bring peace in a 
fearfully confused world. 


Wagner Questionnaire Answers 


Specifically, the compact volume of 
“answers” to the Wagner Questionnaire 
which were made public, are indicative 
of the beginnings of a new trend and 
appreciation of American life. The 
document was not held back under some 
outmoded rule that it was for the Senate 
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Banking Committee’s use alone. It was 
made generally available. Its scope in 
the replies requested was much less 
negative than has been in the case in 
many past instances. And while the 
news writers tended to highlight the 
sections which seemed to bear upon con- 
troversial subjects, as is understandable 
enough, the 140 pages carry a forward 
looking slant. The Special Banking 
Studies Committee, headed by Dr. W. 
Randolph Burgess, recognized the trend 
of the times in additional observations. 
Agreement was declared with the pro- 
gram outlined by the Federal Reserve 
System for safer monetary control; with 
the aims of the Administration for 
financing the present defense program, 
and in other matters. 

The volume of “answers” was neces- 
sarily restricted in its scope due to the 
nature of the questions asked under the 
Wagner Resolution. Nevertheless there 
is found a contribution, carrying the 
endorsement of the American Bankers 
Association, to the financial and econo- 
mic problems of today. That the wide 
membership of the ABA could issue 
such a document is, in itself, an accom- 
plishment. The divergent membership 
of the association makes such a step 
difficult, yet it has been done without 
sacrificing principle. 

Specifically the volume restates bank- 
ing’s position on such troublesome 
questions as branch banking and credit 
controls, It is opposed to the latter 
when politically inspired and on the 
former it would leave the question to 
the individual states. It would have the 
Deposit Insurance Corporation continue 
its efforts toward achieving “high 
standards of bank management. It 
would avoid major controls over lend- 
ing rates, permitting local competition 
to guide. It would provide the Reserve 
Board and the Treasury with more ade- 


quate controls for the prevention of in- 
flation. 


Tax Bill 


As this is written the tax bill is being 
framed. That it will be a stiff one is, 
of course, evident. There will be reper- 
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cussions on banks in many respects and 
particularly on the whole financial struc- 
ture. Of as great importance as the 
revenue bill is the constant necessity for 
pruning appropriation bills on non- 
defense items. There seems to be a 
growing public demand, which is being 
reflected in Washington, for such econ- 
omy, but it must combat strong pressure 
groups and here banker support can go 
along with intelligent public opinion. 
Such economy, if translated into Con- 
gressional action, can be the means of 
repressing many unsound social experi- 
ments having political dangers. The 
worthy may be preserved. 

The tax bill is tied with the develop- 
ing program of selling defense savings 
bonds to the masses. This is just now, 
slowly but surely, getting underway. It 
will gather momentum as the weeks 
come. In this banking is playing a 
most helpful role. Organized banking 
is the main outlet at present and is 
offering its services willingly and freely. 
The critics of organized banking within 
the Administration have been forced to 
praise the bankers for the aid they have 
already extended. The White House and 
the Treasury Department have grown 
appreciative of the bankers’ help. 

Dependent upon the outcome of the 
world struggle is the future of new plans 
for taxation and for the diversion of 
savings to aid the Government. The 
visit of Prof. John Maynard Keynes, 
apostle of “enforced savings,” is sig- 
nificant. He has many followers in this 
city. He explained that while Britain 
was slow to use his program, it has now 
turned toward it as a means of com- 
batting inflation and financing the war. 

Under the “deferred payment” ‘pro- 
gram, which is the term used there 
rather than the more brutal “enforced 
savings” used here, extremely heavy 
taxes are collected from all citizens. 
Accounts are opened in the names of all 
individuals. For the lowest income 
groups the promise is to pay back all 
funds collected, after the war is over. 
For the middle class groups the promise 
to pay back one-half, while for the rich, 
there is no promise to permit recovery. 
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The program is admittedly a levelling 
process. 


Recent Legislative Action 


Legislative action recently has pressed 
through a number of bills having far- 
reaching possibilities. Teeth have been 
put in a law giving absolute priority 
rights to the Government’s need for ma- 
terials necessary for the defense pro- 
gram. The Reconstruction Finance 
Corporation and its subsidiary agencies 
have been given new and vaster powers 
and longer life. In the main, these are 
to be used—it is assumed—for aiding 
the defense program and especially in 
carrying on economic warfare outside of 
continental United States. That the 
RFC will be able to move and control, 
through its Government corporations, 
security and commodity prices is ad- 
mitted. In a very real sense this could 
become a totalitarian menace. This was 
admitted in Senate and House Com- 
mittee hearings and during Senate pas- 
sage. However, the records and achieve- 
ment of Jesse Jones were sufficient to 
quiet most fears. The RFC has become 
an agency which reaches into nearly all 
American life and far beyond. 

Legislative action has also been taken 
to continue the President’s emergency 
monetary powers for another two years. 
This appertains to the price of gold and 
operations of the stabilization fund. The 
operations of the latter are said to be 


‘of greater concern than any likelihood 


of a change in gold purchasing policy, 
In fact, Secretary of the Treasury Mor- 
genthau attempted to give the Congres. 
sional Committee assurances that the 
President had no disposition to further 
upset the gold buying program. 

Reserve Board Chairman Eccles did 
not testify during House Committee 
hearings. He desired to avoid the issue 
bound to arise in lieu of the System’s 
announced program favoring the laps- 
ing of these monetary powers. The 
chairman is looking ahead, particularly 
to that time when the board will need 
expanded powers to control excess re- 
serves of banks. He sees the latter of 
greater importance than the former. In 
addition, he feels that he must be politic 
in achieving desired ends. 

Organized independent banking 
scored gains in the introduction of a 
favored bill to require comparative re- 
ports on the operations of branches, as 
branches. 

The developing picture here includes 
studies of how to curb installment pur- 
chases, keep the housing program on an 
even keel, and the price level from 
zooming. This latter is, of course, tied 
to control of inflation, if such can 
actually be controlled. With organized 
labor showing little tendency to fully 
coéperate; with strike settlements made 
on the basis of higher wage grants, the 
outlook is none too good in this 
prospect. 


Washington Notes 


Washington Banktrends and Backgrounds Weekly Review, Washington, D. C. 


ORWARD looking opinion indi- 

cates that it is going to be advisable 

to revamp the Federal Reserve Sys- 
tem’s organizational setup in recogni- 
tion of more Government responsibility 
and control. This would not mean as 
far to the left as proposed by Patman, 
but it would mean less private banker 
connection. There would be more busi- 
nessmen than bankers on Reserve Bank 
boards, for example. There would be 


more direct Washington control, but not 
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political control, it is insisted. The long 
view taken is that this is necessary. For 
one thing, the central bank theory would 
be strengthened. At the same time, the 
criticism now most effective, namely, 
that private bankers control the Sys- 
tem, would then be eliminated. This 
sort of basic revamping may be pro- 
posed when it is time to urge Congress 
to grant the Reserve Board full author- 
ity to control excess reserves in all 


banks. 
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Patman’s Credit Union Bill: No hear- 
ings held. Bill passed the House. 
Would amend present law to permit 
unions to invest in insured shares of all 
types of building and loan, homestead 
associations and banks. Present law 
restricts such investments to Federal 
associations only. (These unions hav- 
ing a great growth.) 

Judicial Review Bills: S. 674, S. 675, 
S. 918 before the Senate Judicial Com- 
mittee are inspired by Attorney Gen- 
eral’s Administrative Committee reports 
[see page 351, THE BANKERS MAcaziINE, 
April, 1940; and page 532, THE BanK- 
ers MaGazineE, June, 1940]. Walter 
Wyatt, Reserve Board General Counsel, 
broadly opposed features tending to 
hamper present operations now con- 
ducted with minimum of legal detail and 
informally whenever possible. Small 
and large banks stand equai before the 
Board, he said. He presented picture 
of consultations carried on with ABA 
and other agencies prior to the issuance 
of any regulation. He did suggest 
further decentralization in bank mem- 
bership applications. FDIC Chairman 
Crowley also preferred informal con- 
trols rather than rigidly idealistic. Spe- 
cifically opposed “hearing commission- 
ers” on bank problems and objected to 
court reviews of FDIC decisions. 

Instalment Curtailments: A legal way 
is being sought for, since there are 
actually no full and adequate powers to 
force heavier down payments with 
shorter maturities. The Reserve Board 
is taking the lead in studying how con- 
trol may be had. Prominent in this pic- 
ture is Dr. Carl Parry, on the staff of 
the board. Chairman Eccles indicated 
the views of the board in his talk to 
the U. S. Chamber of Commerce, and 
will be ready with suggested methods 
and plans when Congressional or White 
House sentiment catches up with the 
need for effective controls. One of the 
chief avenues toward control is through 
the banking structure. There are prob- 
ably sufficient powers now in the na- 
tional banking system but this would 
not reach state banks nor the depart- 
ment stores. However, the passage of 
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goods in interstate commerce could 
legally be used, along with priorities, it 
is hinted. 

Reserve Notes Collateral Bill: Intro- 
duced by Senator Glass (S. 1471) and 
also by Representative Steagall. Would 
extend the period during which direct 
obligations of the U. S. may be used as 
collateral security for Federal Reserve 
notes for two more years. Authority 
expires June 30. Of technical import- 
ance but due to defense-war program 
not now held to be of great moment 
No apparent opposition. 

Bank Holding Company Bill: While 
no action is discoverable leading to 
expectation of hearings soon, some 
Treasury sources still are assuming that 
these will be held “in good time.” Talk 
is going the rounds, however, that Sec- 
retary Morgenthau is “beginning to 
partially realize” that this is not the 
time to press such a controversial meas- 
ure. But to convince him thus may be 
difficult. 

Recapture Bill: By Representative 
Patman, with endorsement of Treasury. 
While it applies only to national banks, 
Patman may seek to include all insured 
banks. As written by Treasury lawyers, 
Secretary is given all the authority to 
make regulations respecting funds and 
how banks are to comply with the law. 
The Comptroller of the Currency is not 
even mentioned, although supposedly in 
control of all national banks. The bill 
defines types of deposits and becomes 
effective in January, 1942, when all 
“dead” deposits must be listed, with 
advertising in mid-year and sums to be 
turned over to the Treasury. There 
would be allowances from the funds to 
pay for advertising. The FDIC _ cer- 
mitted to recover amounts pai: out 
on deposit insurance of recaptured 
amounts. Various legal safeguards set 
up for disputed estates, etc. Similar 
bill was offered in Senate in 1939 as 
S. 757, but then believed imperfect. 
Treasury’s endorsement of Patman’s 
handling of this bill is indicative of his 
political acceptability. Despite his 
radical tendencies, Patman has Admin- 
istration influence. 
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—wherein readers speak freely regarding articles ap- 
pearing in Tue Bankers Macazine, subjects of gen- 
eral banking interest, etc. All letters are welcome— 
address them to Tue Banxers Macazine, 185 Madison 


Avenue, New York, N.Y. 


Branch vs. Unit Costs 


It does appear to me from a reading of 
John Farnham’s article [“Why Fight 
Branch Banking,” in the April, 1941, issue 
of Tue Banxers Macazrne] that he is en- 
deavoring to leave the impression that 
branch banks are somewhat of an eleemo- 
synary institution and it is their sole desire 
to furnish banking facilities in those small 
communities where the volume of business 
is so small as to be unprofitable. Of course, 
we know that this is not true and that 
branches are established for the sole and 
exclusive purpose of making profits for the 
stockholders. As a matter of economy in 
operation I believe accurate cost records 
show that it costs the branch banks more 
to do business than the average independent 
bank. In the case of an independent bank 
the owner is in direct charge and has only 
his own salary to pay, while in the case of 
the branch banks the local manager is in 
charge and the over-all manager sits in a 
distant city at a high salary to look over 
the shoulder and pass upon every move 
made by the local manager. 

In substantiation as to the economy in 
operations being in favor of the independent 
bank I might quote from the answer to 
the Wagner Questionnaire recently filed by 
the Reserve City Bankers Association, 
wherein they discuss pro and con the ques- 
tion of independent banking vs. branch 
banking, to-wit: “. . . . the operating ratios 
of member banks in the Twelfth Federal 
Reserve District during 1939 afford an in- 
teresting comparison. Eleven branch bank 
systems reported total current expenses 
amounting to 73.8 per cent of gross earn- 
ings whereas all banks in the district, in- 
eluding the branch systems, reported cur- 
rent expenses aggregating only 71.5 per cent 
of gross earnings. Actual experience, at 
least in this case, does not support the 
theory that operating economies can ac- 
tually be realized by branch banking.” 
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The fact that Mr. Farnham took the 
sparsely settled State of Nevada and used 
statistics for the years 1932, 1933, and 1934, 
which were at the bottom of the depression 
period, is of itself indicative of an attempt 
not to present the true facts. Also, his 
reference to the First National Bank of 
Nevada having shown a growth in deposits 
from $15,000,000 in 1935 to $33,000,000 in 
1940 as proof of the public’s desire to do 
business with the branch banks instead of 
an independent bank can be largely offset 
and answered by referring to the Security 
National Bank of Reno, an independent 
bank, which was organized in 1939, and now 
has $1,500,000 in deposits ‘for one bank, while 
the $33,000,000 cited by Mr. Farnham for 
the First National Bank of Reno includes 
the head office and 9 branches. In other 
words, I do not feel that Mr. Farnham has 
approached the subject from an unbiased 
standpoint. 


R. F. Hollister, Executive Manager 
Independent Bankers Association, 
Twelfth Federal Reserve District, 

Portland, Oregon 


Interested in 
banking books? 


Send for our complete 
catalogue 


Bankers. Publishing Co. 


465 Main Street 
CAMBRIDGE. MASS. 
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Investment 


es 
and Finanee 
Epitep sy OSCAR LASDON 


Inflation and the Defense Program 


E keep harping on the subject of 

inflation even at the risk of being 

repetitious. It is important that 
everyone should fully realize the neces- 
sity of controlling and combatting the 
inflationary tendencies now arising as 
a result of the war emergency. In this 
connection, the Economic Policy Com- 
mission of the American Bankers Asso- 
ciation points a warning finger and 
calls attention to the necessity of curb- 
ing the buying power which the defense 
program is generating. 

The report of the Economic Policy 
Commission notes that “since last sum- 
mer the National Defense Program has 
been vastly expanded. The expenditures 
in contemplation have risen from ap- 
proximately 10 billion dollars to 40 
billion dollars, including the amounts 
under the Lease-Lend Bill. The rate of 
actual outpayments by the Government 
for defense has been rising rapidly 
from $200,000,000 a month last summer 
to a current $850,000,000 and is still 
mounting. 

“The processes of inflation are simple. 
When a government undertakes a huge 
war or defense program it pours out 
fresh buying power into the hands of 
the people. The people have more 
money to buy things with than there are 
things available to buy, and_ hence 
prices go up. The only two general ways 
of meeting this situation are, first, to 
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produce more goods which the people 
can buy with their new money, or sec- 
ond, to limit buying power by govern- 
ment economies, taxes, and bond sales 
to individuals, or direct controls, so as 
to maintain a balance between buying 
power and goods to be bought. 

“Much the pleasantest way to avoid in- 
flation would be, of course, the first of 
these two ways; that is, to produce in- 
creased goods which the people who re- 
ceive added wages and profits could 
buy. This is usually impossible because 
when a country is at war a large part 
of its labor supply must be devoted to 
the war, and labor has to be withdrawn 
from producing the goods its people 
might buy for themselves. When a na- 
tion devotes 50 to 60 per cent or more 
of its productive capacity to war, as 
England and Germany have been do- 
ing, they cannot have guns and butter 
too.” 

It is remarked that until recently the 
nation’s defense efforts “have absorbed 
a relatively small part of our produc- 
tive capacity. We have had enough idle 
machines and idle labor so that our 
production of goods for the civilian 
population has been expanding simul- 
taneously with production for defense. 
Up to this point we have been able in 
some measure to preserve a balance be- 
tween purchasing power and goods to 
be purchased. It has thus seemed a 
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reasonable hope that the defense output 
could simply be added to production 
for civilian use, that we could have 
both guns and butter and avoid infla- 
tion. However, with the great expan- 


sion in the defense program this theory - 


is showing signs of breaking down.” 

As to the various means of restrain- 
ing inflationary forces, these are de- 
tailed as: (a) Direct action on prices, 
wages, and priorities; (b) fiscal policy; 
(c) credit control. According to the 
report, it is in these three areas that 
the country needs wise action by Gov- 
ernment and wise codperation by the 
people. “The area in which action is 
most essential now is in fiscal policies 
for these policies decide the volume of 
buying power poured out and the 
amount the Government takes back from 
the people in taxation and absorption 
of savings. These policies cannot be 
improvised from day to day but must 
be planned far in advance. Three steps 
are called for: 

“1. To reduce non-defense spending 
by national, state, and local govern- 
ments. The President and others have 
made excellent statements about cutting 
these expenditures to the bone, but thus 
far no effective action has been taken. 
Despite rapid reemployment, non- 
defense spending is still in swollen vol- 
ume, and pressure groups continue their 
raids on the public treasury. 

“2. To tax heavily. We are now do- 
ing this, with tax rates already higher 
than they ever were in the first World 
War. Taxes must be still further in- 
creased but in ways which will not hold 
back the defense program or cripple 
business for post-war readjustments. 

“At some point tax rates pass the 
point of diminishing returns. Too high 
tax rates on corporations tend to weaken 
the incentive for efficiency and _initia- 
tive. Moreover, during ten depression 
years business operated at a net loss of 
$10,000,000,000. The defense program 
involves large business readjustments 
and risks, for which there must be an 
adequate protective cushion of surplus. 
The capacity of business to adjust it- 
self to post-war conditions will depend 
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partly on its putting some fat back on 
its bones in this period. Similarly, too 
high rates for taxes on individuals kill 
off initiative and stimulus to take the 
risks which are necessary both for de- 
fense and the after-war readjustment. 

“With these reservations, taxes must 
be increased; the increases should in- 
clude means for absorbing part of the 
widespread buying. power created by 
the defense program, and at the same 
time making all the people tax- 
conscious. 

“3. To increase savings, especially 
through the sale of Government bonds 
to individuals and corporations other 
than banks. A program carefully de- 
signed for this purpose has been an- 
nounced, and the Secretary of the 
Treasury has stated that the Govern- 
ment must do more than find billions 
of dollars: ‘It must find these dollars 
in a way that will best safeguard the 
nation against the evils of inflation and 
will give all American citizens a sense 
of taking a direct part in the defense of 
the country.” 

“Tt is in this area of fiscal. policy 
that the banker has his greatest oppor- 
tunity to aid in carrying through the 
defense program on an even keel with- 
out economic disorder. For the success 
of the Treasury’s program of selling 
Government bonds to savers will rest 
largely on the bankers who understand 
the program and can interpret it to 
their customers. Huge amounts of 
funds are today available and increas- 
ing in the hands of individuals and 
institutions, which can be tapped to 
finance the Government instead of using 
bank credit. To the extent this is done 
it will greatly lessen the inflationary 
force of the defense program. Here is 
a job for us which we are well equipped 
to carry through, and in which the 
Treasury may rely upon our support. 

“The Federal Reserve System has pro- 
posed a plan for avoiding those exces- 
sive increases in bank credit which 
might contribute to inflation during this 
period. These proposals include the re- 
peal of depression-designed inflationary 
power no longer needed, and the grant- 
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ing of additional powers for the re- 
straint of bank credit expansion. . . .” 

It is concluded that the present 
amount of bank deposits is larger than 
is needed for the current or even a 
much larger volume of business, and 
that the Federal Reserve proposals ac- 
cordingly merit support. 


—_ 


TREASURY FINANCE 


Can prospective increased taxation be 
met without difficulty? Daniel W. Bell, 
‘Under Secretary of the Treasury, be- 
lieves that the American people can, 
without undue hardship, pay a Federal 
tax increase of three and a half billions 
during the coming year—particularly 
in view of the fact that this sum will 
represent less than 4 per cent of the $90 
billion income which is anticipated a 
year hence. Mr. Bell remarks that our 
total defense expenditures probably will 
not total more than 15 per cent of the 
national income. 

Addressing the National Association 
of Mutual Savings Banks, Mr. Bell noted 
that estimated Federal expenditures for 
the 1942 fiscal year would not be less 
than $19 billions. Only partially off- 
setting these disbursements, present tax 
laws are not expected to yield more 
than $9.2 billions. And if we are to 
achieve a desired ratio whereby we may 
pay for two-thirds of our expenditures, 
tax revenues must accordingly amount 
to $12.7 billions. Therefore, a differ- 
ence of $3.5 billions must be collected 
through additional imposts not now 
levied. 

One of the advantages of meeting a 
substantial portion of present emer- 
gency expenditures out of current reve- 
nue, according to the Under Secretary, 
is found in the ability of the Govern- 
ment to borrow the remainder at lower 
interest rates. In the first place, a 
smaller amount of borrowing remains 
to be done. Secondly, direct assurance 
is given to present and _ prospective 
holders of Government securities that 
everything is being done to maintain 
finances on a sound basis even in the 
face of a grave emergency. 
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Another important economic bene- 
fit accruing as the result of a policy of 
increased taxation is found in the curb 
such a program places on inflationary 
spending and price increases. The less 
purchasing power is spent in competi- 
tion with defense expenditures, the less 
pressure exists for increased prices. 
High taxes are therefore an essential 
instrument in any fight on inflation. 

To meet the Treasury deficit, bonds 
must be sold. Government trust funds, 
including Social Security funds, are ex- 
pected to purchase from the Treasury 
about $1.5 billions of Government 
bonds during the next fiscal year. Regu- 
lar Treasury market operations and Sav- 
ings Bonds are relied upon to furnish 
the remainder of the necessary funds. 
Naturally, the more Savings Bonds are 
sold, the less market financing there 
will remain to be accomplished. 

Total sales of all direct Treasury. is- 
sues are expected to reach $5.7 billions. 
In addition, the short-term credit mar- 
ket will probably be called upon to 
supply Government corporations and 
credit agencies with funds in the amount 
of one billion dollars. 

Mr. Bell appealed to state and ied 
governments, asking them to “make 
some sacrifices by keeping their cur- 
rent expenditures down to a minimum 
whether those expenditures are derived 
from taxes or loans. The Secretary of 
the Treasury already has appealed for 
a curtailment of non-defense expendi- 
tures. The more spent by Government 
agencies, whether Federal, state or local, 
on non-defense purposes, the less of the 
national income will be left for de- 
fense.” 


—_ 


BOND PREMIUM EXPENSE 


Under existing Federal income tax 
regulations, banks are not permitted to 
deduct, as an allowable expense, the 
amortization of premiums paid on in- 


vestment securities. Although the 
Comptroller of the Currency requires 
national banking institutions to amor- 
tize such premiums, this form of expense 
is not now allowable as an income tax 
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deduction by the Bureau of Internal 
Revenue. 

In this connection, it is interesting to 
note that someone has at last lifted his 
voice in protest against the continuance 
of this ruling. Appearing before the 
House Ways and Means Committee, 
Thomas M. Bullock of the State-Planters 
Bank and Trust Company of Richmond, 
Virginia, testified that such premiums 
were “an absolutely necessary operating 
expense over the life of the securities 
and that they therefore should be amor- 
tized over the life of such securities and 
be allowable deductions for Federal in- 
come tax purposes, regardless of 
whether the holders of such securities 
be banks, corporations, or individuals.” 


Mr. Bullock pointed out that one of 
the ways that Congress could further 
endorse sound administrative policies 
pursued by business lay in the assess- 
ment of Federal income taxes on a 
sound accounting basis so that the 
equitable objectives of the Federal tax 
laws could be attained. The Federal 
Deposit Insurance Corporation, he 
noted, also advocates sound amortiza- 
tion practice; amortization of premium 
is a necessary operating expense which 
is incurred in producing the gross in- 
come received from the security coupon 
and adequate provision must be made 
for this item. A proper analogy, ac- 
cording to Mr. Bullock, may be drawn 
from improved real estate, where de- 
preciation is currently allowed as an 
expense under existing tax regulations. 


—_— 






BANK CAPITAL RATIOS 


FDIC Chairman Leo T. Crowley has 
again called attention to the necessity 
of strengthening bank capital accounts. 
Addressing the Kansas Bankers Asso- 
ciation, Mr. Crowley pointed out that, 
_on the basis of examinations of insured 
banks during 1940, net sound capital of 
member institutions amounted to 9.7 
per cent of total assets; this compared 
with a ratio of 10.6 per cent in 1939. 
And due to the rapid increase in bank 








to less than 9 per cent is reported as 
of May 1, 1941. Inasmuch as an addi- 
tional expansion of deposits through a 
rise in earning assets is expected, a fur- 
ther decline in capital ratios seems 
likely unless remedial action is taken. 


It is suggested that this is an appro- 


priate time to set aside a substantial 


portion of bank earnings to be retained 
in capital accounts and reserves. Em- 
phasis is placed on the fact that the 
increased income which is likely to ac- 
crue from a larger volume of business 
also reflects the assumption of increased 
risks. Accordingly, while larger loans 
mean larger income, they also mean 
larger potential losses. “Income on 
loans,” remarks the chairman, “is not 
all rental paid for the use of funds; it 
is partly a premium to insure the lender 
against loss.” 

The occasion to correct capital de- 
ficiencies, it is noted, occurs during a 
period when bank income is rising sub- 
stantially—which is the present. A 
policy of careful budgeting of earnings 
is therefore highly desirable and oppor- 
tune. 

Many institutions have been follow- 
ing cautious programs with regard to 
dividends and have been building up 
surpluses and reserves. Profits on sales 
of securities, for example, have been 
generally applied to reserve accounts; 
income from bond interest has been 
used, in part, to write down book values 
or set up reserves. From the remaining 
earnings, there have been considerable 
additions to undivided profits accounts. 







—_ 





WAGNER BANKING QUESTION- 
NAIRE 


Included in its answer to the ques- 
tionnaire of the Senate Banking and 
Currency Committee are the following 
recommendations of the special banking 
studies committee of the ABA. This 
group was headed by W. Randolph 
Burgess, vice-chairman of the National 


City Bank. 
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assets so far this year, a further decline — 





1. Give the Federal Reserve System 
added powers for reducing excess re- 
serves. 


2. Repeal the inflationary powers 
contained in the Thomas Amendment of 
1933. 

3. Insulate further imports of gold 
from the banking system so that further 
substantial upward pressure on excess 
reserves from this source may be 
eliminated. 


4, With regard to banking legisla- 
tion, it is merely suggested that some 
reduction in deposit insurance assess- 
ments be considered. 


5. With regard to banking problems 
arising out of the emergency, pre- 
ventive action is believed necessary in 
the areas of: (a) bank credit expansion 
and activity; (b) fiscal policies as to 
taxes and borrowing; (c) prices and 
wages. 


6. With regard to the Federal Re- 
serve System, no substantial reorganiza- 
tion is believed necessary. 


—_ 


BAE FORECAST 


The monthly survey of the Bureau of 
Agricultural Economics predicts that 
consumer demand, prices and industrial 
production will reach new high levels 
during the remainder of 1941. How- 
ever, it is expected that increased de- 
fense production and larger exports to 
Great Britain will permit little increase 
in the supply of goods available for 
civilian use to meet this increased con- 
sumer demand. 

A general upward movement of 
prices is anticipated. Factors tending 
to increase prices are higher wages, in- 
creased consumer income, higher Gov- 
ernment loan prospects, higher ship- 
ping rates and government purchases of 
food for export to Britain. Factors 
tending to level prices are to be found 
in the rationing of civilian goods 
through the priority system and a pro- 
gram of increased taxation. The latter 
forces, it is admitted, are not of sufh- 
cient weight to check the general up- 
ward movement. 
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Reconstruction 
Finance Corporation 
Loans to the 
Railroads 


By 
HERBERT SPERO 


Department of Economics 
College of the City of New York 


‘THIS book is a study of Recon- 

struction Finance Corporation 
financing of mear-bankrupt rail- 
roads in the depression years 1932- 
1937. It deals with the funda- 
mental difficulties of the nation’s 
railroad system and of the weaker 
carriers in particular. It empha- 
sizes the various purposes for 
which the Reconstruction Finance 
Corporation was created and the 
diverse uses to which the corpora- 
tion’s funds were put. 

It provides a detailed analysis 
of the basic financial ills of the 
St. Louis-San Francisco, the Chi- 
cago and Eastern Illinois, the New 
York, New Haven and Hartford, 
the Missouri Pacific, the Chicago, 
Milwaukee, St. Paul and Pacific, 
the Denver and Rio Grande West- 
ern, and the Chicago and North 
Western. The analysis is amply 
supported by statistical data. The 
policy of the Interstate Commerce 
Commission in approving Recon- 
struction Finance Corporation aid 
to these lines is then studied. 

The author’s conclusion is sig- 
nificant for its statement of the 
new relationship of the Govern- 
ment to debtor roads and for its 
criticism of governmental policy. 


F manwaes Publishing Co., 

| 465 Main Street, Cambridge, Mass. 

| Please send me on approval a copy ot | 
“RFC Loans to the Railroads” by Herbert | 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epitep sy KEITH F. WARREN 


90 YEARS AGO 


The Bankers Magazine . . 


Bank Literature 

It appears from an article in the 
March number of Hunt’s Merchants’ 
Magazine, that James Wm. Gilbart, 
Esq., the general manager of the Lon- 
don and Westminster Bank, has offered 
a prize of one hundred pounds sterling 
($500) for the best essay which shall 
be written in reply to the question, “In 
what way can any of the articles col- 
lected at the Industrial Exhibition of 
1851 be rendered serviceable to the in- 
terests of Practical Banking?” The 
Merchants’ Magazine presumes “that 
the adjudicators will not hesitate to 
award the premium to the author of the 
best essay, irrespective of nationality 
of the owner.” We think, however, that 


June, 1851 


the bank literati in England will have 
little to fear from competition on this 
side of the Atlantic, as our bankers are 
not very remarkable for their literary 
attainments. 

Some years since, the president of a 
bank in the “Literary Emporium” of 
the United States, swore in a court of 
justice that he could not read writing. 
We believe, however, he was able to 
make certain marks on the bills of the 
bank over which he presided, that 
passed current. In some of our bank- 
ing institutions it is made a point to 
select a man for president who can not 
only write his own signature, but who 
can read it after it is written—Home 
Journal. 


50 YEARS AGO 


The Bankers Magazine . . 


Bank Failures 


During the last nine months, the 
number of bank failures National, State 
and private has been unusually large. 
Indeed, they led legislators, during the 
sessions that have just ended, in many 
of the States, to inquire into bank man- 
agement more carefully perhaps, than 
ever before, and to devise new regula- 
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tions for their future conduct. We have 
published the more important laws en- 
acted, and which reveal a careful study 
of the subject, and a strong desire to 
prevent these events in the future. It 
is well for the State to do whatever it 
can to guard against frauds and mis- 
takes in banking, but when it has acted 
with the utmost wisdom, it must be ad- 
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mitted that it cannot do very much; and 
the soundness of the business must de- 
pend essentially on those with whom it 
is intrusted rather than on_ external 
regulations and supervisors. 

Successful banking depends mainly 
on two things: first, capable and honest 
officers; secondly, on a prosperous busi- 
ness community. If the officers of a bank 
are wisely chosen and attend to their 
duties, and the community in which the 
bank is located is prosperous, the in- 
stitution itself is sure to succeed; on 
the other hand, if the officers be worthy 
of their places, and the conditions of 
business become hazardous and un- 
profitable, losses will be sustained. No 
foresight will wholly prevent losses to 
a bank. It is true that the record of 


bank losses from the failure of custom- 
ers varies greatly. Some banks conduct 
their business with so much prudence 
that the losses from year to year are 
very small, even when possessing a large 
capital, but in the long run a lending 
bank will share somewhat in the losses 
sustained by its customers. This has 
been the history of all banking in the 
past, and no doubt will be the history 
of the business in the future. 

But there are some losses, some bank 
failures which it would seem ought to 
have been prevented by a more 
thorough performance of the duties of 
examiners, auditors, or directors. Every 
now and then a bank fails, and an 
alarming condition of things is revealed 
to the public eye. 


25 YEARS AGO 


The Bankers Magazine . . 


The Federal Reserve System 


Recently we have had an explanation 
as to why the state banks do not join the 
Federal Reserve System, furnished by 
Mr. Elliot C. McDougal, president of 
the Bank of Buffalo, and president of 
the Association of State Banks of the 
State of New York. , 

Mr. McDougal objects to the Secre- 
tary of the Treasury and the Comp- 
troller of the Currency as ex-officio 
members of the Federal Reserve Board. 
“So long as they are members,” he 
says, “the system cannot be kept out 
of politics.” 

The presence of these officials on the 
board undoubtedly increases the liabil- 
ity of partisan bias. But is not the 
board a political organization anyway? 
Its members are appointed by the 
President and that they will usually be 
persons of his own political faith goes 
without saying. And it would be ex- 
pecting too much of the members to 
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look for a non-partisan attitude in mat- 
ters likely to affect the welfare of their 
party. 

Might we not just as well accept what 
is true, namely, that in passing the Fed- 
eral Reserve Act, the vast banking in- 
terests of the country were placed under 
the domination of a political board at 
Washington, and such political control 
of banking must exist so long as the 
legislation relating to banks continues 
to be shaped by Mr. Bryan and his 
school? 

Mr. McDougal is of course entirely 
right in thinking that the presence of 
the Secretary of the Treasury and the 
Comptroller of the Currency on the 
board is objectionable as tending to 
increase the political bias of the board; 
but, as it appears to this MAGAZINE, 
the board is pretty apt to be swayed 
by political bias whether the Secretary 
of the Treasury and Comptroller are 
members or not. 








Finaneial 
Situation 





Abroad.. 


A Monthly Survey 








LTHOUGH as yet the war between 
Germany and Great Britain has 
reached no decisive stage, the 

theater of operations has been shifted 
to some portion of the Near East and 
to Northern Africa. Of late, air attacks 
on both the part of England and Ger- 
many have been growing in intensity. 
The “China incident” has not been ter- 
minated, but there are some indications 
that Japan is finding it a rather weari- 
some incident and wishing for its early 
ending. One of the dramatic events of 
last month was the flight of one mem- 
ber of the German triumvirate from 


Germany to Scotland. 


= 


GREAT BRITAIN 


Commenting on the fact that supply 
services have in recent years been run- 
ning at the rate of £90,000,000 weekly, 
the Bankers Magazine of London ex- 
presses the view that total expenditures 
for the last fiscal year may have been 
around £3,800,000,000, and that even 
if revenues should exceed the estimates 
by having reached a total of about 
£1,400.000,000, the actual deficit would 
be in the neighborhood of £2,400,000,- 
000. (Later figures supplied by The 
Economist give the exact amount as 


£2,458,000,000. ) 


Capital Issues 


The tables of capital issues, compiled 
each quarter by The Economist, reveal 
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an even greater subjection of the market 
to Government requirements than in the 
corresponding quarter of 1940. Aggre- 
gate issues are slightly below those of 
the previous year, and, calculated on the 
“new basis,” which includes issues by 
permission to deal, the total has de- 
clined from £376,833,800 to £330,254,- 
200, while the figure of Government 
issues is down from £371,825,000 to 
£327,344,300. Other issues amount to 
some £2,900,000 against some £5,000,- 
000. Of Government borrowing, the 
most substantial item is £139,000,000 in 
the second series of 24% per cent Na- 
tional War Bonds. Three per cent Sav- 
ings Bonds have yielded nearly £77,- 
400,000; 3 per cent Defense Bonds 
nearly £51,000,000, and Savings Certifi- 
cates some £44,600,000. Outside the 
sphere of Government borrowing, the 
only important issue has been the 
Broken Hill offer, to shareholders only, 
of £2,500,000. Clearly, the Government 
is experiencing no competition in its 
endeavor to draw upon new savings. 
The only question to which the first 
quarter’s figures give rise is whether the 
total of Government issues is adequate, 
says The Economist. 


—_ 


ARGENTINA 


Under date of April 28, the First Na- 
tional Bank of Boston has received the 
following information from its branch 
in Buenos Aires. 
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March exports of m$n 130,036,000 
exceeded the value of imports by 
m$n 51,784,000 bringing the export 
balance for the quarter to the highest 
figure since 1937. 


March, 1941 


m$n 


March, 1940 
m$n 
Bank 
clearings 3,570,000,000 3,392,000,000 
- Liabilities 
failures 


3,629,000 4,834,000 


Aggregate of sales of the Buenos 
Aires Stock Exchange reached in March 
m$n 83,815,000 compared with m$n 53,- 
596,000 in the previous month. In 
March last year sales amounted to 
m$n 100,757,000. Trading during the 
present month, however, has continued 
to be active and sales last week due to 
a further increase in the demand for 
National issues were at the highest since 
June last year. The market on the whole 
has been firm with quotations showing 
advances ranging up to 144 points from 
the levels of a month ago. Several is- 
sues are selling at the highest levels in 
eleven months. 


— 


CHINA 


According to the Chinese Economic 
and Statistical Review (Shanghai), all 
banking houses with head offices in 
Shanghai are said to have earned satis- 
factory profits for the year 1940, rang- 
ing from a few tens of thousands to 
several millions of dollars. Now that 
the. practice of reporting the annual 
earnings to the Bankers’ Association 
has been discontinued, the banks are 
reluctant to reveal the actual figures, 
but it is believed that the largest profits 
were realized by the Shanghai Com- 
mercial & Savings Bank, the National 
Commercial Bank, the Chekiang Indus- 
trial Bank and the Joint Savings So- 
ciety. 

According to their Joint Administra- 
tive Office, no less than 250 new 
branches have been established by the 
four Government banks in the~ interior 
of China since the commencement of 
the Sino-Japanese hostilities and sev- 
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eral hundred millions of dollars have 
been granted by these banks to finance 
industrial, mining and commercial 
enterprises in the interior. For the past 
year alone, agricultural credits totalled 
over $200,000,000, while new current 
deposits amounted to $1,500,000,000. 
As to the thrift-savings campaigns 
started on September 18, 1940, an 
amount of $150,000,000 has already 
been received, and it is expected that 
the $200,000,000 figure will be reached 
within the current year. As an encour- 
agement measure, the Ministry of 
Finance has instructed the four Gov- 
ernment banks as well as the Central 
Trust to exempt the interest due on 
these thrift-savings from the income tax. 


— 


‘CHILE 


In its annual report for 1940 to the 
Superintendent of Banks, the Banco 
Central draws attention to the fact that 
Law No. 6824 of February 15, 1941, 
contains a provision, introduced by the 
Senate, suspending, as long as notes 
are inconvertible, articles 83 to 87 of 
the Organic Law of the Bank. 

The articles in question require a 
gold cover of 50 per cent of total notes 
in circulation and deposits (with cer- 
tain exceptions). 

Thus the Banco Central is freed from 
any obligation to maintain a gold re- 
serve. Actually this means the legaliza- 
tion of the paper money regime and a 
complete break with the system of tying 
credit to gold holdings.—Foreign Com- 
merce Weekly. 


—s 


JAPAN 


The Ministry of Finance announced 
the issuance on March 31 of 924,000,000 
yen worth of bonds, bringing the total 
for the 1940-41 fiscal year to 6,880,- 
000,000 yen. Subtracting actual issues 
of 6,880,000,000 yen from total author- 
ized issues for 1940-41, 8,654,000,000 
yen, leaves a carry-over for the 1941-42 
fiscal year of 1,775,000,000 yen. To 
this latter figure must be added 977,- 
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000,000 yen worth of bonds to be floated 
under the third supplementary budget 
for 1940-41, giving a total carry-over 
for 1941-42 of 2,752,000,000 yen. 

Bond issues authorized in the 1941- 
42 regular, supplementary, and special 
account budgets total 7,574,000,000 yen. 
Adding the carry-over of 2,752,000,000 
yen, total authorized bond issues for 
1941-42 amount to 10,,326,000,000 yen, 
a figure exceeding that of 1940-41 by 
1,072,000,000 yen. 

According to the Bank of Japan, 
total bond issues for the fourth quarter 
of the 1940-41 fiscal year totalled 1,- 
582,000,000 yen. Of this amount, 721,- 
000,000 yen was sold on the open 
market, 301,000,000 yen was purchased 
by Government offices, 119,000,000 yen 
was sold at post offices, and 440,000,000 
yen was purchased by the Deposits 
Bureau. 


Government Obligations 


In its February issue, The Oriental 
Economist states that Government 
obligations outstanding at the end of 
December last were 27,008,000,000 yen 
for internal issues and 1,245,000,000 
yen for external issue, a total of 28,- 
253,000,000 yen, which compares with 
6,733,000,000 yen for a year ago and 
17,858,000,000 yen at the end of 1936, 
“the nearest comparable date imme- 
diately before the outbreak of the China 
incident.” 


—_— 


ICELAND 


How the war is affecting the cost of 
living, even in remote countries, may be 
seen from the figures supplied by the 
National Bank of Iceland, giving the 
price index for Reykjavik. For all 
items the index for February, 1941, was 
148, compared with 117 for the same 
month in 1940, and for food only, the 
index was 168 for February, 1941, 
compared with 123 for February, 1940. 


_ 


INTERNATIONAL BANKING NOTE 


Banco Itauiano (Lima, Peru).— 
Described as “Peru’s oldest National 
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Commercial Bank, this institution made 
a very satisfactory record of earnings 
last year, the profits being sols 2,315,- 
127.67, to which was to be added sols 
1,613,793.78 brought forward from last 
account, making a total of sols 3,928,- 
921.45. From this sum were paid two 
dividends of 5 per cent, and 5 per cent 
to the directors and a like amount to 
the employes. After allocating sols 
1,000,000 to ordinary reserves, the sum 
of sols 1,697,408.69 was left to be 
carried forward. The bank’s total re- 
serves amount to sols 14,847,408.69, 
and the capital is sols 10,000,000. 


© 
THE BANK’S OBLIGATIONS 


Banks have great and binding obliga- 
tions to several groups. I make no 
attempt to rate those obligations, be- 
cause all are essential and they are 
closely intertwined. Our obligation to 
our stockholders is to preserve their 
investment and return a profit on it. 
Our obligation to our employes is to 
provide them with security and oppor- 
tunity. Our obligation to our custom- — 
ers is to safeguard their property and 
to make credit available to them at 
reasonable terms. Our obligation to 
our community and to society gener- 
ally is to help in the improvement of 
business and living conditions. Every 
banker recognizes these obligations and 
cheerfully assumes them. Allowing for 
detailed differences, they are the same 
duties which rest on all forms of busi- 
ness. 

Greatest of our obligations, and in- 
herent in those I have named, is that 
our institutions should remain alive, 
and grow, and prosper. We cannot, 
unless we keep pace with the world and 
change our ways to meet its ways. Ina 
world where the most certain thing of 
all is that things will not long remain 
as they are, the greatest prerequisite is 
adaptability and flexibility of mind.— 
Gwilym A. Price, President, Peoples- 
Pittsburgh Trust Company, Pittsburgh, 
Pa., in a recent address. 


for the Banker 
who wants Information 


on CANADA ... 


the Bank of Montreal possesses— through its nation- 
wide system of branches — unexcelled sources for 


obtaining data on all phases of Canadian business life. 


Enquiries are invited, and may be addressed 
to the Business Development Department, 
at the Head Office of the Bank in Mon- 
treal, or to any of the United States offices. 


BANK OF MONTREAL 


Established 1817 


NEW YORK: 64 Wall St. 


CHICAGO: 27 South La Salle St. 


SAN FRANCISCO: Bank of Montreal (San Francisco) 333 California St- 








Current Conditions in Canada 


HE Bank of Montreal, in its Busi- 

ness Summary for May 22, reports: 

“The third Federal war budget, 
carrying with it unprecedented taxation, 
was submitted to parliament at the end 
of April and, although imposing a much 
heavier strain upon the resources of the 
people, it has been received cheerfully 
and in a patriotic spirit. It is to be 
followed next month by the flotation of 
a third popular war loan, the Victory 
Loan, in an amount of $600,000,000 in 
denominations of $50, $100, $500 and 
$1,000. Under the budget provisions, 
the Government seeks to raise $300,- 
000,000 of new revenue in a full fiscal 
year. Total revenue for the current 
fiscal period is estimated at $1,150,000,- 
000 and total war and ordinary expendi- 
tures at a figure of at least $1,768,000,- 
000. In addition; the Dominion is 
assuming responsibility for a possible 


deficit of $900,000,000 this year in 
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British foreign exchange account aris- 
ing from purchases by Great Britain in 
Canada. New sources of income are to 
be tapped and old ones made more pro- 
ductive. The graduated personal in- 
come tax will commence at 15 per cent 
on the first one thousand dollars of net 
taxable income, in place of 6 per cent 
or 8 per cent, and will go up 5 per cent 
on each thousand until 80 per cent is 
reached on income between $300,000 
and $500,000. Over $500,000 the rate 
will be 85 per cent. The income tax 
is to become due March 31 instead of 
April 30, but arrangements for instal- 
ment payments are extended. As from 
July 1, the national defense tax rate 
will be increased from 2 per cent to 
5 per cent and from 3 per cent to 7 per 
cent, with exemptions slightly increased. 
The excess profits tax minimum rate is 
raised from 12 per cent to 22 per cent, 
which, added to the existing 18 per cent 
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corporation income tax, means an ag- 
gregate tax of at least 40 per cent upon 
the incomes of all corporations. The 
general sales tax remains unchanged ex- 
cept that building materials are no 
longer exempt. 

Other imposts include: three cents 
per imperial gallon on gasoline; 20 per 
cent on moving picture entertainment 
prices and ‘5 per cent on race track 
wagers; tax on automobiles valued at 
$900 or less increased from 20 per cent 
to 25 per cent; 10 per cent on railway 
and air travel tickets costing more than 
50 cents; one cent increase in sugar tax 
and one-half cent on glucose; tax per 
pound on malt increased from 10 cents 
to 12 cents and on domestic malt syrup 
from 15 cents to 18 cents; on ordinary 
wines the tax rate rises from 15 cents 
to 40 cents per gallon and on sparkling 
wines from $1.50 to $2.00; on carbonic 
acid gas the rate moves up from 5 cents 
to 25 cents per pound; long distance 
telephone calls are taxed 10 per cent, 
the former rate being 6 per cent; the 
rate on cosmetics and toilet preparations 
is up from 10 per cent to 25 per cent 
and there are increased rates applying 
to playing cards, pocket lighters and 
cigarette tubes. 

The Minister proposed that the tax on 
income of non-residents be increased 
from 5 per cent to 15 per cent. He fur- 
ther proposed that the tax be made ap- 
plicable to interest payable in other than 
Canadian funds, formerly exempt, but 
this feature was later withdrawn. An- 
other announcement subsequent to the 
delivery of the budget was that changes 
in the excess profits tax will apply only 
to profits earned in the year 1941 and 
subsequent years. An important feature 
of the budget was the Finance Min- 
ister’s invitation to the provinces to 
withdraw from the personal income and 
corporation tax fields, an invitation 
which a number of provinces have al- 
ready accepted. The Dominion Govern- 
ment, in return, offered each province 
the choice of one of two methods of 
compensation by payments from the 
Federal Treasury; the first to be based 


upon the provincial revenue actually 
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obtained from these sources, and the 
second upon the cost of the provincial 
net debt service, during the year ending 
nearest to December 31, 1940. The ar- 
rangement is declared to be for the dura- 
tion of the war only. A new surtax 
of 4 per cent, in which the present sur- 
tax is absorbed, is imposed upon invest- 
ment income, the scale of gift taxes is 
substantially increased and the exemp- 
tion for gifts to war funds is cut from 
50 per cent to 10 per cent. Federal 
succession duties are imposed for the 
first time. 

The augmentation of the national in- 
come has been responsible for a wide- 
spread increase in the public’s purchas- 
ing power, which has found reflection 
in great prosperity for retail trade. The 
special Easter trade was the largest in 
years and in April the dollar value of 
the sales of Canadian department stores 
was 26 per cent higher than in April, 
1940. 


The Canadian Bank of Commerce 


In their Monthly Commercial Letter 
for May, The Canadian Bank of .Com- 


merce, Toronto, reports: 


“Our index of industrial activity at 
mid-April was 149 (1937= 100) as 
compared with 143 at mid-March and 
108 a year ago. The percentage of cur- 
rent capacity utilized rose from 103 to 
106. Food processing plants showed no 
net change, declines in meat-packing 
and flour-milling being offset by a rise 
in most other industries in this group. 
The output of footwear and most items 
of wearing apparel increased, especially 
men’s and women’s clothing and cotton 
goods. The chief increase in the pulp 
and paper group was in paper boxes 
and bags. Marked acceleration of ac- 
tivity was recorded in the automotive 
and heavy iron and steel trades, with 
smaller but substantial gains in the me- 
dium and light sub-groups. Increased 
output of electrical apparatus and food 
supplies accounted mainly for the higher 
index for the non-ferrous metal. group. 

“Our wage payroll index for March 
was about 9 per cent above February 
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and 37 per cent above March, 1940; for 
manufacturing alone the increase over a 
year ago was 42 per cent, and for trade 
27 per cent. 

“At mid-April wholesale prices stood 
at the highest point since April, 1938, 
though the increases were neither wide- 
spread nor necessarily indicative of any 
further marked upward trend. Our in- 
dex for April registered 81.10 as com- 
pared with 79.99 in March. Wheat 
prices were very steady at a level 
slightly below that in the previous 
month, but the coarse grains were 
stronger, as were potatoes, a purely sea- 
sonal development. There was little 
change in live stock prices, though the 
export market was quite active and a 
good demand for hogs developed in the 
United States. Pork products declined 
slightly but quotations for hides rose. 
Butter sold at sharply lower prices but 
cheese made the first significant gain in 
some months. Both raw and fabricated 
cotton were higher. A sharp -increase 
has occurred in groundwood pulp over 
the past quarter, but other wood prod- 
ucts remained steady. Metal prices 
were also fairly steady, though certain 
types of zinc sheets were very scarce 
and quotations only nominal. Crude 
petroleum on the primary markets rose 
slightly. 

“The improvement in conditions af- 
fecting agriculture noted in the preced- 


ing issue of the Letter continued during 
the past month. Indeed, the change was 
of a more definite character than was 
the case in March, when of course the 
new agricultural season had not opened. 

“Market conditions for the available 
large supplies of farm produce im- 
proved during the past month except in 
respect of cattle, the demand for which 
weakened slightly, and of storage 
apples and beans, of which there are 
surpluses well above requirements. Hog 
marketings increased and the prices to 
farmers with ample home-grown feed 
were on a better basis than in earlier 
months. Dairying was placed in an im- 
proved position by the recent subsidies 
on high-quality cheese, lower feeding 
costs and the reopening of factories 
earlier than usual. Wheat deliveries by 
Western growers continued on a large 
scale, those for the four weeks ending 
April 25 being twenty million bushels, 
as compared with seven millions in the 
like term of 1940. Exports of wheat 
were of unusually large proportions in 
March and April, about fifty million 
bushels, and 40 per cent greater than in 
corresponding months of last year. The 
grass farm revenue of the Prairie Prov- 
inces during the past four months has 
risen well above that in the January- 
April period of 1940 and the total since 
August 1 is now close to that of a year 
ago.” 


Significance of the Hyde Park Agreement 
The Financial Post, Toronto, Canada 


IGNIFICANCE of the Hyde Park 
agreement under which Canada will 
supply the United States with $200 

millons to $300 millions of goods is 
beginning to come into focus. 

First reaction to the agreement was 
that it was a move to ease Canada’s 
U. S. exchange problem. Admittedly 
the arrangement helps in that respect, 
but there are other important features 
which will become more manifest as 
time goes on. 


The Hyde Park agreement does four 
things: 

It provides for closer codrdination of 
resources and industrial capacity be- 
tween the two countries, especially in 
the war industries. 

It assures continuity of operations 
and production of war materials and 
supplies in Canadian industry.. 

It makes for closer and more effective 
aid to Britain by the United States and 
Canada. 
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Lastly it helps to ease the burden of 
Canada’s U. S. exchange problem. 

These items are not set down in their 
order of relative importance. They are 
listed as indicating the major principles 
involved in the understanding reached 
between President Roosevelt and Prime 
Minister Mackenzie King. 

The agreement is far more significant 
than appears on the surface. Canada’s 
undertaking to provide the States with 
$200 millions to $300 millions is merely 
one way of appraising the value of the 
arrangement which will have a much 
greater effect on the Canadian economy 
and the Dominion’s war effort than is 
.generally appreciated at this stage. 

During recent weeks Hon. C. D. 
Howe, Minister of Munitions and Sup- 
ply; his deputy, G. K. Sheils and Dr. 
W. C. Clark, Deputy Minister of Fi- 
nance, were in Washington conferring 
with American officials. E. P. Taylor, 
executive assistant to Mr. Howe, has 
been in Washington for some time es- 
tablishing the machinery to handle the 
new agreement. 

Already it has been mentioned that 
Canada expects to supply the United 
States with certain kinds of munitions, 
strategic materials, aluminum and ships. 

Definite arrangements have already 
been entered into along these lines. 
They have been made, having in mind 
that in the production of certain types 
of war supplies, Canadian facilities are 
more advanced than those in the United 
States. 


Coodrdination Main Item 


There is no question of Canada’s 
ability to supply goods to the value set 
out in the original announcement. Of 
greater importance are the steps being 
taken to codrdinate production in the 
two countries. 

This can be interpreted along two 
lines: 

1. Further expansion of Canadian 
productive facilities especially for those 
war supplies and materials where 
Canada has a definite advantage; and 






THE BANKERS MAGAZINE for June, 1941 





2. No letdown in the all-out rate of 
production where any doubt as to abil- 
ity to finance output presaged a possible 
letting down in scale of operations. 
The United States is in “urgent need” 
of a-number of defense articles which 
this country can supply. The imme- 
diate and prospective scale of demand 
leads to the assumption that a number 
of Canadian wartime industries will 
shortly undergo further expansion. 
This calls for a close degree of co- 
operation between the two countries in 
the matter of machine tools, capital, etc. 


In certain fields of the Canadian in- 
dustrial war effort, productive facilities 
are ahead or are rapidly approaching 
the point where their rate of output is 
ahead of needs. 


No Plant Slowdown 


The Hyde Park agreement provides 
for no letdown in the operations of 
these plants in that the financial means 
of providing a continuous stream of 
production will be available. 

All of the arrangements being entered 
into are pointed in the one direction— 
coordination of efforts to aid Britain. 


To an increasing exent the industrial 
and material resources of Canada and 
the United States will be pooled so as 
to secure maximum returns. 


Britain’s needs will be looked after 
under the Lease-Lend plan. In effect 
aid to Britain will not be allowed to 
slow down through any scarcity of 
United Kingdom credits in the States 
or Canada or Canada’s credits in the 
States. 


All this is of tremendous import and 
of vital bearing on the Dominion’s war 
policy, especially as it relates to the 
supply of war materials. 

As details are worked out, the whole - 
tempo of Canada’s war effort will be 
speeded up to a degree far beyond what 
had been contemplated as possible be- 
fore the signing of the Hyde Park 
agreement. 


BOOKS for 
BANKERS 


Brief Reviews 


Witt WE Have InFiation? By Harry 
Scherman. New York: Simon & 
Schuster. 1941. Pp. 179. $1.00. 


Wuat inflation is, what causes it, what 
can be done to prevent it, and what 
relation the great hoard of gold in the 
U. S. has to inflation are the questions 
answered in the two sections of this 
book. Inflation is defined in the first 
part as a money supply that is increas- 
ing faster than goods and property on 
the market are being produced. “There 
are many things that can be done by 
every citizen to prevent an inflation,” 
says the author, “such as lending to the 
government by buying bonds, asking for 
restoration of gold to circulation in- 
stead of monopolized gold ownership by 
the government, readiness to bear heavy 
Federal taxes, and bringing pressure to 
bear on Congress and leaders to stop 
the government drift toward bank- 
ruptcy.” 


PREPARE FOR Peace. By Henry M. 
Wriston. New York: Harper & Bros. 
1941. Pp. 285. $2.50. 


PREPARATIONS now for a workable peace 
peace time program for all Western na- 
tions is the theme of this study. First 
it discusses the three stages which take 
place in the effort to achieve peace, then 
proposes a theory of peace, which might 
be acceptable to the democracies. 

The first stage in peace, according to 
the author, is the war itself. “War,” 
he says, “is not the cause of the failure 
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of peace, it is the consequences of that 
failure. Peace has already broken down 
before war ensues.” The second stage 
is the negotiation of the treaty of peace. 
A study of that part of the last World 
War shows that the part of the United 
States is important, but that in future 
peace conferences it should not enter 
without knowing specifically where and 
in what measure its own interests are 
in regard to those of other Western na- 
tions. The adjustment and working out 
of the treaty is the third and last stage. 
Here, the author proposes a Peace Col- 
lege under the State department in order 
that training be given to peace nego- 
tiators so that the blunders of the past 
may not be repeated in the future. 

The kernel of the author’s peace 
theory is that life outside politics can- 
not be organized on an interdependent 
basis, such as the League of Nations at- 
tempted, while politics are allowed to 
cancel the benefits thus gained. There 
can be no isolation if there is to be a 
permanent peace. 


THe AuToMoBILE LoAN Business. By 
William Luftig. New York: Business 
Information Service Bureau, 250 
West 57th St. 1941. Pp. 173. $3.50. 

In the author’s opinion, the essential 

principles of the automobile loan busi- 

ness can be made reasonably clear to 
any intelligent person. In his preface, 
he writes: “There is nothing mysterious 

or difficult about it. There has been a 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 
BERLITZ istesi.t: 
LANGUAGES 
New Yor« 630 Fifth Ave. 
International Bldg., Rockefeller Center 
66 Court Street 
....Baltimore Life Building 


Building 

David Whitney Building 
226 S. 15th Street 

t Building 

1115 Connecticut Avenue 





PHILADELPHIA 
PitrspurcH 
WasHINncTon 


deliberate attempt by those desiring to 
keep out competition to make it appear 
that the business should be confined to 
its present source because of the spe- 
cialized knowledge necessary to under- 
stand it. The purpose of this book is 
to reveal its essentials to the scrutiny 
of all who care to study it.. The prob- 
lems of the business are presented con- 
cisely and clearly and above all the 
author has attempted to be practical.” 

Chapters are devoted to: The automo- 
bile loan company; the application; 
getting the business; selling the pros- 
pect; credit problems; credit investi- 
gation; credit terms; relation of credit 
to occupation; collection procedure; 
the used car problem; the financing of 
motor trucks; the law of chattel mort- 
gages (based on New York law); lien 
laws; laws of repossession; forms, 
notices, letters. Mr. Luftig is also the 
author of “Credit Cheaters,” a manual 
on skip tracing technique and pro- 
cedure. 
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ORPHANS OF THE Paciric: THE PHILIP- 
PINES. By Florence Horn. Photo- 
graphs by Fenno Jacobs. New York: 
Reynal and Hitchcock. 1941. Pp. 
316. $3.50. 


THE present crisis in the Far East has 
suddenly aroused attention to the Philip- 
pines and the problem of their ap- 
proaching independence. After a tour 
of the Islands, interviews with Quezon 
and other officials, the author of this 
book attempts to give us a picture of 
the background as well as the present 
aspects of life in the Philippines, what 
the influences were that formed their 
present economics, politics, and reli- 
gion, and what independence will mean 
to them. She also discusses its prob- 
able effect on the United States at this 
time, since our largest source of sup- 
plies of hemp and chromium ore neces- 
sary to war industries are in the Philip- 
pines, and would not be overlooked by 
the Japanese. 

The greatest problem for the Filipino 
is whether he should ask for a postpone- 
ment of his freedom, or to take it and 
lose it again to the Japanese. The choice, 
says the author seems to be between 
U. S. paternalism and Japanese imper- 
ialism, between near freedom and no 
freedom. 

Thirty-two pages of photographs con- 
clude the book showing cities, farms, 
leaders, and people of the Philippines. 


EXPLORING THE CHANGES IN RELATION 
To Waces, TAXxEs, AND Prorits Un- 
DER NATIONAL DEFENSE AS THEY May 
INFLUENCE INFLATION. Transcript of 
round table discussions sponsored by 
the Savings Bank Journal. Edited 
and published by Milton W. Harrison. 
New York: Savings Bank Journal. 
1941. Pp. 154. $10. 

AN excellent exposition of current views 

regarding inflation and the national de- 

fense program is presented in this care- 
fully edited transcript of two round 
table conferences held under the aus- 
pices of the Savings Bank Journal. As 
in previous proceedings conducted by 
the Journal, the participants were recog- 
nized authorities from the fields of 
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Government, labor, management and 
finance. Some idea of the competency 
of the discussion may be gathered from 
the fact that such well known figures as 
Gerard Colm, Mordecai Ezekiel, E. A. 
Goldenweiser, Eugene Meyer, Sumner 
T. Pike, J. H. Riddle, Walter Spahr, 
Senator Robert A. Taft and Rufus S. 
Tucker were among the conferees. An- 
ticipating a stimulating exchange of 
ideas, this is one case where the reader 
finds that realization exceeds anticipa- 
tion. 

The unanimous opinion is expressed 
that inflationary tendencies will become 
more pronounced as the defense pro- 
gram gathers headway. Majority 
opinion feels that such tendencies should 
be checked in their early stages although 
a small minority believes that a limited 
inflation might be desirable in order to 
make the defense effort easier. The 


efficacy and functions of various infla- 
tionary controls, such as price controls, 
priorities, fiscal and financial policies 
are discussed in detail and considera- 
tion is also given to post-inflation de- 
pression problems. 

The inter-relationships of Government 


expenditures, wage rates, collective bar- 
gaining, agricultural production, manu- 
facturing costs, taxation and credit 
policies obtain the much needed atten- 
tion these problems require but do not 
receive in other volumes. 

This is the ninth in the series of pro- 
ceedings devoted to research of contem- 
porary problems by the Savings Bank 
Journal. Like the others, the subject 
matter is well thought out, well pre- 
sented and well worth reading. Those 
who have inquiring minds and who like 
to speculate on the course of coming 
events will be more than adequately 
compensated for the time spent in re- 
viewing these proceedings. 


BALANCING AND Hepcinc AN INvEsT- 
MENT Pian. Walter E. Lagerquist. 
New York: The Ronald Press. 1941. 
Pp. 310. $3.50. 

ALTHOUGH not a substitute for years 

of investment experience, the procedure 

outlined in this book does present a 
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simple outline of investment planning 
which has been used successfully. 

Part I of the book deals with the eco- 
nomic background of investment plan- 
ning. An understanding of the eco- 
nomic, social, and political problems 
and their possible effects on securities, 
together with conservative planning are 
the factors which determine the success 
of the investor. “There is no Wizard 
of Oz for the Average investor,” says 
the author. 

Part II discusses the characteristics of 
various industries and corporations 
such as transportation, public utilities, 
etc., which offer securities to the in- 
vestor. Types of stocks and bonds are 
enumerated in order to show the buyer 
their relative values. 

The personal requirements of the in- 
vestor are taken up in Part III. Using 
many specific cases, it illustrates the 
planning of a balanced program of in- 
vestment for maintaining a regular in- 
come. The last section deals with hedg- 
ing the distribution of an estate, use of 
trusts, taxes and life insurance in estate 
planning. There are fourteen accom- 
panying charts. 


INTERAMERICAN STATISTICAL YEARBOOK. 
New York: The Macmillan Company. 
1940. Pp. 612. $6.00. 

Tuis statistical yearbook has as its pur- 

posé a strictly authoritative, interna- 

tional and complete survey of the West- 
ern Hemisphere. 

Its authority depends on its sources 
among which are the Pan American 
Union, the League of Nations, the Uni- 
versal Postal Union, and such statistical 
publications as the Statesman’s Year- 
book. 

No distinct countries are mentioned 
except in a case where references to 
commerce and national budgets are 
needed. All information is printed in 
four languages, Spanish, English, Portu- 
guese, and French. The order in which 
these languages appear was based on 
the relative populations in the Western 
Hemisphere speaking them. Some of 
this material is appearing in the last two 
mentioned tongues for the first time. 
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The material includes statistical tables 
on population, social questions, educa- 
tion, mineral and vegetable production, 
transport and communication, banks 
and finance, and armed forces. How- 
ever, since the author believes that com- 
merce is the factor that binds the Ameri- 
can countries together more closely, 
about half the book deals with this sub- 
ject in all its aspects: American com- 
merce with the world in general, and 
inter-American trade in all its forms. 
No comments have been added and no 
conclusions have been drawn. 


REsIDENTIAL Reat Estate. David L. 
Wickens. New York: National Bureau 
of Economic Research. 1941. Pp. 
320. $3.50. 


NoNFARM residential real estate is the 
subject of this statistical study which 
states that the value of real property 
in this country is greater than any other 
form of wealth. No estimate as to the 
aggregate value of this form of real es- 
tate which consists of 46 per cent of 
the total has been made ‘since 1922. 
Five aspects of nonfarm residential real 
estate are analyzed: value, rent, incomes 
of owner-occupants and tenants, financ- 
ing and new construction. 

Sources and methods of evaluating 
are explained. Relative values in 1930 
and 1934 are estimated. 

Figures show that rents must be made 
lower before they come within the range 
of most families’ ability to pay. Fifty- 
five per cent of families living in rented 
houses pay less than $30 a month. Dur- 
ing depressions, because rents go down 
much more slowly than wages, an in- 
creased proportion of family income is 
spent for rent. This shows, says the 
author, that some practical limit on 
rents is necessary. 

There are 150 statistical tables on 
market values of residential real estate, 
rents, mortgages, incomes of owners, 
and tenants, and new construction. These 
are both by section and sizes of towns 
and also aggregates for the whole coun- 
try. Most of the material covers the 
period from 1920 to 1934, although 
some goes back to 1890. 
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Dicest oF Bank INsuRANCE. New York: 
American Bankers Association. 1941. 
Pp. XII-153. 


DEsIGNED to provide banks with a 
resume of insurance available to them 
to help build sound programs of pro- 
tection and to help them solve their 
various insurance problems, this digest 
is a revision of the ABA Insurance and 
Protective Committee’s “Analysis of 
Bank Insurance” published in 1927. It 
comes in either a permanent binding or 
a loose leaf binder which makes pos- 
sible a service of supplementary pages 
to be issued as major insurance changes 
occur. (Address inquiries to James E. 
Baum, American Bankers Association, 
New York City.) 

The book contains: Schedule of bank 
insurance and other coverages, to give 
a ready-reference panorama of available 
insurance protection; descriptions of 
the forms of blanket bonds, fidelity 
bonds, burglary, robbery, forgery and 
other coverages; brief descriptions of 
other contracts to outline coverages 
applying to both banking and other 
lines of business; comments on insur- 
ance essential in handling ~ personal 
trusts and estates, corporate trusteeships 
and other fiduciary relationships; and 
an outline of customers’ insurance per- 
taining to commercial, commodity, con- 
sumer and personal loans, depositors’ 
forgery risks, etc., because of the im- 
portance of a bank’s interest in its cus- 
tomers’ insurance protection. 


—_—_ 


BOOKLETS 


Bank Operations. Edited by Robert G. 
Rodkey. Ann Arbor, Mich: School of 
Business Administration, University of 
Michigan. 1941. Pp. 63. $1. 


Tus booklet contains eight addresses given 
at the Third Annual Michigan Bankers As- 
sociation Study Conference held at Ann 
Arbor, December 5-6, 1940. The papers 
include: Operating Audits and Controls, by 
Clarence Schafer, president, Chesaning 
State Bank, Chesaning, Mich.; The Controls 
and Audit Program in a Medium Sized 
Bank Having a Part Time Auditor, by J.-H. 
Reinking, cashier, The Peoples State Bank, 
St. Joseph, Mich.; Operating Controls and 
Audits, by H. J. Strasler, auditor, Union 





Guardian. Trust Co., Detroit; Solicitation 
of Banking Business, by Dunlap C.. Clark, 
president, The American National Bank, 
Kalamazoo, Mich.; The Bank and _ the 
People, by Eugene W.. Lewis, president, 
Industrial Morris Plan Bank, Detroit; Our 
Scheme Song—Profits, by Hal G. Vincent, 
executive vice-president, State Savings 
Bank, Otsego, Mich.; Bank Earnings—What 
to do About Them, by John J. Driscoll, 
Jr., Driscoll, Millet & Co., Philadelphia; 
and Mortgage Loans, by True D. Morse, 
Doane Agricultural service, St. Louis, Mo. 


Uriiization oF Corporate Prorits 1x Pros- 
PERITY AND Depression. By O. J. Curry. 
Ann Arbor, Mich.: University of Michi- 
gan Press. 1941. Pp. 132. $1. 


Tue author has taken a sample of seventy- 
two representative American corporations 
and made a thorough analysis of their in- 
come administration during the prosperity 
period 1922-30 and the depression period 
of 1931-33. This leads him, among other 
things, to the significant conclusion that 
there is no apparent relation between earn- 
ings invested during prosperity and divi- 
dends paid during depression. The analysis 
is made from the point of view of the small 
investor rather than that of the manage- 
ment which so frequently is taken in studies 
of this kind. It should, however, be of in- 
terest to corporation directors and officers 
as well as investors since the current busi- 
ness activity once again will present to cor- 
porate management the problem of reinvest- 
ment or distribution of income. 


Wuat THE New Census Means. By Stuart 


Chase. New York: Public Affairs Com- 
mittee, Inc. 1941. Pp. 30. 10 cents. 


Preparep on the basis of the latest materials 
on population trends in the United States, 
including the 1940 Census, this booklet 
studies the changing picture of our popu- 
lation, and looks toward the future, dis- 
cussing possible methods of dealing with 
our rate of growth. 


Tue American Gotp PropteEm AND Wortp 
Trave. By Oliver M. W. Sprague. New 
York: Economists’ National Committee 
on Monetary Policy. 1941. Pp. 14. 

Rerrintep from the May, 1940, issue of 

The Proceedings of The Academy of Politi- 

cal Science, this study reaches the conclu- 

sion that “we shall probably continue to 
import gold until somehow or other we 
have succeeded in developing a_ sufficient 
demand for labor and capital in this coun- 
try to yield widespread business activity, 
general prosperity and a higher standard 
of living, and when that time comes, the 
gold . . . will cease to come in.” The author, 
who is professor of banking and finance at 
Harvard University, is also confident that 
“the rest of the world, now one country and 
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Special Southern 


Representative 


The personal services, office and in- 
formational facilities of a Federally 
registered Investment Advisor (B.B.A. 
— L.L.B. — Certified Public Accountant 
—Member of the Georgia Bar—former 
securities broker—ten years varied 
technical and sales experience—age 32) 
are offered to an appropriate interest 
for Atlanta representation. 


One-half of these services and facili- 
ties may be employed on a contract 
basis for an annual fee of $4,000. 


This unusual situation should appeal 
to any interest which has general busi- 
ness, investment, financial or accounting 
problems in the South not justifying 
the full time maintenance of a com- 
petent man and office in this section. 


WILLIAM T. HUNTER, C.P.A. 


Investment and Financial Counsel 


Trust Company of Georgia Building 
Atlanta, Georgia 


now another, as it develops a favorable bal- 
ance of payments, will acquire some por- 
tion, large or small, of the current gold 
output of future years.” 


Inventory Contrrot Meruops. New York: 
Policyholders Service Bureau, Metropoli- 
tan Life Insurance Company. 1941. 
Pp. 45. 


Basep on data contributed by a number of 
industrial companies that are believed to 
have developed sound practices of controll- 
ing inventories of supplies, direct materials, 
and finished goods, this report summarizes 
specific advantages of a formal system of 
inventory control, from the financial and 
operating points of view, and outlines six 
basic elements which are normally part of 
a formal system. Methods of classifying 
inventories and records employed for iden- 
tification and accounting control purposes 
are described. It is not intended to cover 
the control of work-in-process inventories, 
nor does it apply to the merchandise con- 
trol policies of retailers and wholesalers. 


Pay-As-You-Go Cuecxine Accounts. Chi- 
cago: Financial Advertisers Association. 
1941. Pp. 22. $1. 

Contarnine the results of a nation-wide 

survey conducted by Horace F. Conklin, 

vice president and cashier, Security Na- 
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tional Bank, Battle Creek, Michigan, in col- 
Jaboration with the Financial Advertisers 
Association, this booklet constitutes the 
most authoritative and practical fact-find- 
ing treatise on the pay-as-you-go checking 
account service yet published. It answers 
most of the questions raised by bankers 
regarding this service, and presents an in- 
genious formula which permits any banker 
in any locality to estimate with reasonable 
accuracy the number of prospects in his 
territory and the probable income from 
operating a pay-as-you-go department under 
the several different plans analyzed. 


Orrice For Emercency MANAGEMENT: 
FuNcTIoNS AND ADMINISTRATION. Wash- 
ington, D. C.: Information Division, 
Office for Emergency Management. 1941. 
Pp. 55. 


Tus booklet describes briefly the growth 
of the present national defense organiza- 
tion, exclusive of the military and naval 
services. The authority creating them, and 
the various functions of each of the divi- 
sions, boards, committees and bureaus 
operating under the supervisory mechanism 
of the Office for Emergency Management 
are clearly set forth. 


Uniteo Srates GoverNMENT SECURITIES. 
New York: C. J. Devine & Co. 1941. 
Pp. 60. 

A review of financing operations and price 
records during 1940, this booklet contains 
considerable statistical information of value 
to bankers and investment men in general. 
Chapters and tables are devoted to: Bond 
prices under war hazards; chronology for 
1940; receipts and expenditures of the 
United States Treasury; statement of the 
public debt of the United States; distribu- 
tion of government issues; descriptive table 
of Treasury issues; descriptive table of 
governmental agency issues; chronological 
record of U. S. Treasury financing; Treas- 
ury discount bills; the Treasury’s general 
fund balance; U. S. savings obligations; 
Treasury investment accounts; governmental 
corporations and credit agencies; chrono- 
logical record of governmental agency 
financing; obligations of U. S. governmental 
agencies; weekly bulletin supplement; price 
records, etc. 


Derense Contract Service. Washington, 
D. C.: Production Division, Office of 
Production Management. 1941. Pp. 9. 

ApreaLinc to manufacturers to help the 

defense program and themselves by making 

the fullest possible use of the Defense Con- 
tract Service, this pamphlet explains how to 
use that service. It directs manufacturers 
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who believe they have machine tools and 
other equipment suitable for defense pro- 
duction to write or visit the Defense Con- 
tract Service office at the Federal Reserve 
Bank or branch bank for the region in 
which they reside, and asks that they send 
or take to the field office photographs of 
the interiors of their plants, photographs 
or descriptions of the products they are 
making now or have made in the past, and 
specified information concerning their equip- 
ment and experience. Addresses of the field 
offices are listed. 


Priorities AND DEFENSE. Washington, 
D. C.: Division of Information, Ottice for 
Emergency Management. 1941. Pp. 69. 

Ovutiintne the operation of the priorities 

system, this booklet includes a general state- 

ment on its theory and administration, a 

question and answer section, a copy of the 

Priorities Critical List, the official instruc- 

tions on priorities to supply arms and 

services of the army and bureaus and offices 
of the navy, reproductions of preference 
rating forms, and other material. 


Civ. Derense Protective Construction. 
Washington, D. C.: Division of State and 
Local Cooperation, Office for Emergency 
Management. 1941. Pp. 36. 


Preprarep by the War Department, with aid 
of other Federal agencies, this booklet con- 
tains suggestions for protecting civilians 
from air raids, with the admonition that 
there is no necessity for constructing any 
shelters at this time. Based largely on ex- 
perience of European cities in the present 
war, the booklet includes a discussion of 
the weapons used in air raids, and plans 
for protecting civilians, buildings, utilities, 
and industries, so civil officials and en- 
gineers may consider methods and plans for 
providing the shelters promptly should the 
need ever arise. 


Foreign Excuance Conrrot. 
Canada: Foreign Exchange 
Board. 1941. Pp. 12. 


Inpicatinc in general terms the purpose 
and effect of foreign exchange control in 
Canada at the present time, this bulletin 
summarizes briefly the data pertinent to: 
Administration of foreign exchange control; 
rates of exchange; receipts of foreign ex- 
change by residents; payments by residents 
to non-residents; securities transactions; 
travel; transactions by residents of Canada 
with residents of the Sterling area; etc. 
Other bulletins issued recently by the 
Foreign Exchange Control Board include 
one on “Travel by Residents of Canada,” 
and one on “vecurities Transactions.” 


Ottawa, 
Control 
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Safe Deposit Service Charges? 


By James A. McBain 
Assistant Treasurer, The Chase Safe Deposit Company, New York City 


MONG the reasons for a safe deposit 
department is the hope that the 
department may yield income more 

than sufficient to pay its way. This 
it apparently seldom does. I quote 
remarks of John J. Driscoll, Jr., of Dris- 
coll, Millet & Company, Philadelphia, 
before a meeting of the New York Safe 
Deposit Association: “Very, very few 
departments operate at a profit, many 
operate at a not very serious loss, and 
a number reflect really serious operat- 
ing losses. For this reason, we have 
frequently said that a safe deposit de- 
partment that breaks even or better is 
doing an exceptional job.” 


Access Service Charge 


Among the factors contributing to 
this condition has been the establish- 
ment of rates that will not cover the 
cost of the service. To help correct 
that situation, Mr. Driscoll recom- 
mended a minimum rate of five dollars, 
and stated that even with this rate many 
departments will still fail to operate 
with a profit. He further recommended 
the consideration of a restriction on the 
number of entries and the adoption of a 
service charge for each access over an 
allowed number. This is a proposal to 
which we all probably cannot agree in 
view of the fact that an access entry 
charge might serve to defeat efforts to 
popularize the use of boxes. The more 
a customer visits a vault the more he 
appreciates its service and the more 
likely he is to bring in a new renter. 
We exclude the occasional customer, of 
course, who abuses the service priv- 
ileges. It has been thought that a 
service charge at this time may dis- 
courage prospective box renters. It 
may also influence a box holder to re- 
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frain from placing valuable papers in 
his box by accumulating things to be 
deposited or withdrawn on one visit, 
and things may be lost in the meantime. 
A suggestion has been made that an 
access service charge may be advisable 
in the future when the public is edu- 
cated to the greater use of safe deposit 
service. The adoption of a fixed rental 
rate which covers average costs is some- 
thing to strive for at thé present time. 


Compromise Suggestion 


It is possible that a compromise could 
be effected between those favoring 
service charges and those who do not. 
A suggestion is that a box which rents 
for less than five dollars yearly be sub- 
ject to an activity charge for each access 
over a very limited number per box. 
Perhaps such an arrangement would 
help to bring up the average annual 
income to the five dollar minimum 
pointed to as being that which will come 
closest to meeting expenses.—From a 
recent address, released through the Na- 
tional Safe Deposit Advisory Council. 


® 


ANY program of research to be success- 
ful must stimulate the individual banker 
to make his own research in his own 
bank; to appraise his own trading ter- 
ritory and the people whom he is to 
serve; to appraise his own bank, its 
personnel, its officers and directors, to 
be sure that they have vision and ca- 
pacity to assimilate the studies and con- 
clusions of research; and to explain to 
the bank’s customers the type and kind 
of facilities that the bank is prepared 
to extend.—A. G. Brown, Deputy Man- 
ager, American Bankers Association, im 
a recent address. 
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Control Consumer Credit to 
Curb Inflation 


By WituiaM TRUFANT FOSTER 
Director, Pollak Foundation for Economic Research, Newton, Mass. 


ONSUMER debts, now above nine 
billion dollars and still rising, have 
been incurred largely in connec- 

tion with the buying of goods on instal- 
ments. This growth under present con- 
ditions is unfortunate: first, because in- 
creased consumer demand _ interferes 
with production for national defense; 
second, because it aggravates the infla- 
tion now under way; and third, because 
the larger the volume of consumer debts 
when the next depression comes, the 
greater will be the curtailment of con- 
sumer buying. This is a time, therefore, 
when consumers should save more and 
spend less. This is a time when savings 
will help individual savers and society. 

But now, in all essentials, conditions 
precisely are the opposite from what 
they were ten years ago. Now con- 
sumers are spending too much and sav- 
ing too little. That fact is shown by the 
upward price trend of consumer goods. 
It is further shown by the growth of 
consumer debts. In the seven years to 
the close of 1940, consumer debts al- 
most doubled. This includes debts to 
retail merchants, service agencies, inter- 
mediary financing agencies and cash- 
lending agencies. In this period, both 
the cash loans of industrial banking 
companies and the cash loans of per- 
sonal finance companies, more than 
doubled. 

When, in 1935-36, the Federal Gov- 
ernment study of consumer purchases 
was made, more than half the native, 
white, non-relief families, having in- 
comes of less than $1,750 a year, were 
spending more than their annual in- 
comes for cash, open account and in- 
stalment purchases. The situation is 
worse today. 


The largest increase of consumer 
debts has been caused by instalment 
selling. In the seven years, the out- 
standing loans of intermediate financing 
agencies rose from 614 millions to 2,582 
millions, an increase exceeding 300 per 
cent. In the last two years, the increase 
was more than 60 per cent. Retail in- 
stalment sales in 1939 were about 25 
per cent above 1938, and it appears that 
gains in 1940 compared to 1939 may 
have been almost as large. Sales were 
about four billion dollars in 1939 and 
five billion dollars in 1940. The paper 
bought by two concerns alone was about 
two billion dollars in 1940, an increase 
of about 25 per cent from 1939. In- 
stalment sales still are mounting and 


‘‘Instalment sales agencies 
could help by increasing re- 
quired down payments and 
shortening the time of payment; 
and when the slump in business 
starts they could help by revers- 
ing the policy. The banks which 
have been increasing this kind of 
financing so rapidly could help 
by following the same policy. 
Judging from past performance, 
however, it is doubtful whether 
these agencies voluntarily will 
do the right thing. Without 
compulsion from outside, they 
will continue to move in the 
wrong direction,’’ says Dr. Fos- 
ter in the accompanying portion 
of his recent address at the 
125th anniversary conference of 
the National Association of Mu- 
tual Savings Banks. 
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they will receive new impetus from 
every advance in payrolls. If instal- 
ment sales curves run true to form in 
1941, a gain of 10 per cent in national 
income will bring a gain of 30 per cent 
or more in instalment sales. 

To be sure, we have not yet been 
urged to buy chewing gum for a penny 
down and a penny a day, on the ground 
that it may last a week, and so we ought 
to buy it out of income instead of out 
of capital. “Chew as you pay” is one 
of the slogans which even the tobacco 
dealers have spared us. Many millions 
of consumers, however, have bought 
dresses and rings and parlor sets on 
partial payments, not to mention oil 
heaters, radio sets, false teeth—even 
correspondence school lessons on how to 
sell goods on instalments. 

The Simple Simons of today do not 
.have to contend with many unprogres- 
sive pie-men. “Show me first your 


penny” is not the slogan of the new 
industries. 


Reasons for Control 


The first reason, then, why we need 
consumer credit controls is to curb the 
competition of private consumption 
with defense consumption. The second 
reason may prove to be even more im- 
portant: we need consumer credit con- 
trols to help curb inflation. By infla- 
tion I mean a flow of purchasing power 
to consumers in excess of the flow of 
goods which are offered for sale. In- 
flation, so defined, already is here. 


Rising prices, moreover, mean rising 
costs of living, and higher costs of liv- 
ing always mean demands for higher 
wages. Many months ago labor unions 
listed the concerns which were to re- 
ceive the largest Government orders. 
There were prompt demands for higher 
wages. There will be more demands. 
Higher wages, however, promptly lead 
to still higher prices. Thus is started 
the familiar vicious spiral of inflation. 

We are told, however, that the Gov- 
ernment, by means of the Retailers’ Ad- 
visory Committee, is endeavoring to 
prevent a rise in prices. If the Govern- 
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ment succeeds under these conditions, it 
will be the first such success in the his- 
tory of this country, or any other coun- 
try. All such attempts fail because they 
ignore the function of price. The func- 
tion of price is to move goods. When 
there are no arbitrary interferences, 
goods are moved. The fact the goods 
are moved shows that prices are right. 
Prices are the signs of trouble; not the 
causes of trouble. To attack prices 
gives no more promise of relief than to 
smash the thermometer because the tem- 
perature is too high. 

Instalment sales agencies could help 
by increasing required down payments 
and shortening the time of payment; 
and when the slump in business starts 
they could help by reversing the policy. 
The banks which have been increasing 
this kind of financing so rapidly could 
help by following the same policy. 
Judging from past performance, how- 
ever, it is doubtful whether these agen- 
cies voluntarily will do the right thing. 
Without compulsion from outside, they 
will continue to move in the wrong di- 
rection. 
© 


REMARKABLE changes have already 
occurred in the American banking sys- 
tem and should be accepted by bankers 
as beneficial to their business. Banks 
have never before been as sound and 
deposits are insured to depositors 
wherever misfortune occurs. Earnings 
may not be very large but are fairly 
well in line with those of other indus- 
tries for the present. I am very much 
out of patience with those bankers who 
alone can find consolation in criticizing 
Governmental agencies and see nothing 
but gloom ahead. Old Testament 
prophets spent much time decrying the 
future of Israel but there were some like 
Isaiah who could foresee the coming 
of the Christ—a thousand years later 
prophets were sure of “the end of the 
world” and everything in it, while St. 
John could see the ultimate millenium 
with a “new heaven and new earth.”— 
Max Steig, President, Wisconsin Bank- 
ers Association, in a recent address. 








Pay-As-You-Go Checking 
Experience 


Financial Advertisers Association, Chicago, Illinois 


HERE are literally hundreds to 

thousands of persons of good 

repute in almost every community, 
constituting a large section of our earn- 
ing and spending population, whose 
billions of spending transactions are in 
no way being translated into terms of 
bank checks and banking income. In 
other words, the banks appear to be 
shirking a social obligation, and suffer- 
ing an economic loss through a short- 
sighted policy that insists upon a 
“single standard” of checking account 
service and service charges. 

Some distinctive form of pay-as-you- 
go checking account seems to be the 
logical answer to this problem. Our 
survey definitely proves that such serv- 
ices can be operated at a worthwhile 
profit; and that, when properly designed 
and codrdinated with an efficient service 
charge schedule, there is absolutely no 
conflict of interests between the pay-as- 
you-go and the regular checking depart- 
ments. Regular checking accounts, as 
now operated with service charge re- 
strictions, appeal only to a “select” 
market, to which checking service is a 
necessity; whereas, pay-as-you-go check- 
ing accounts appeal to a “mass” 
market, to which checking service is a 
convenience. 


Limit Service 

Pay-as-you-go accounts properly be- 
long in a “limited service” classifica- 
tion. These patrons should not receive 
the same service that is given to regular 
checking account depositors. The bank 
must be in a position to pursue its regu- 
lar checking account policies unham- 
pered—which may involve future in- 
creases in service charges. The pay-as- 
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you-go is not a substitute for the regular 
checking account; it is an alternate. 

The type of plan should be selected 
and priced to meet the needs of the bank 
and of the people whom you expect to 
patronize the service. A large fee per 
check isn’t very important if you aren’t 
able to get very many accounts, and a 
large number of accounts is equally un- 
desirable if the total net income is not 
worthwhile. Two dollars for a book of 
twenty checks may be exactly the right 
plan for a bank with a limited lobby 
space and operating facilities, in a 
“rich” territory, but it certainly would 
be the wrong plan for a bank with “ex- 
cess capacity” in a community of 
“workers.” 


Mass Appeal 


Pay-as-you-go services must be de- 
signed to appeal to the “masses” that 
constitute the bank’s market for this 
product. Reasonable volume is essen- 
tial to profits. To obtain volume quickly 
at low cost calls for advertising skill and 
merchandising ability. Since people 
are interested in things that are new and 
novel, the surest way to sell an old idea 
is to make it appear new—so different 
and so attractive that people will “talk 
about it”. This explains why some 
banks which have tried to sell regular 
checking accounts as pay-as-you-go 
accounts have generally failed. The 
story was too old and undramatic. 

Pay-as-you-go accounts should not be 
intermingled with regular checking 
accounts, since our survey indicates that 
this practice slows down regular account 
procedure and increases operating costs 
for both types of service. When prop- 
erly organized, pay-as-you-go accounts 
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An excellent nationwide sur- 
vey of pay-as-you-go checking 
accounts, on which a special 
committee of the Financial Ad- 
vertisers Association has labored 
for five months has recently been 
released by Preston E. Reed, 
executive vice-president of the 
association. The committee was 
headed by Horace F. Conklin, 
vice-president and cashier of the 
Security National Bank of Battle 
Creek, Michigan. 

This survey classifies and in- 
terprets the data submitted by 
some 285 bankers, 225 of whom 
filled out a four-page question- 
naire. A unique feature of the 
survey is the ingenious formula 
presented, which permits any 
bank in any locality to estimate 
with reasonable accuracy the 
number of prospects in its terri- 
tory, and the probable income 
from operating a pay-as-you-go 
department under the several 
plans. 

The conclusions arrived at in 
this 20,000 word survey are 
summed up in the accompanying 
article. 


can be operated as a separate depart- 
ment at lower than regular per-item 
costs. However, every operating form 
and working detail must be designed for 
utmost speed and economy in actual 
operation, with a minimum of intrusion 
in service to regular checking account 
patrons. 


Avoid ‘‘False Economies’’ 


The common mistake of “trying to get 
something for nothing” will, more 
likely than not, prove fatal when it 
comes to installing a pay-as-you-go 
checking department. False economies 
in setting up a properly-organized pay- 
as-you-go department can result only in 
higher operating and per-item costs. 
False economies in advertising and pro- 
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. it, or not. 


motional expense can result only in the 
opening of a relatively small number of 
accounts. Such losses are real, and they 
accumulate to a staggering total with 
the years. As in any other field, we pay 
for efficient service whether we employ 
First-year profits, or even 
second-year profits, are relatively un- 
important. If the department has been 
properly set-up, and if through intelli- 
gent advertising and merchandising a 
large, instead of a small, number of de- 
positors has been secured, the bank will 
then be assured of substantial income 
and profits for the years ahead. Bank- 
ing income of the future must come 
more and more from operating service 
charges. Pay-as-you-go services seem 
to be opening the door to that goal. 


(Note: One copy of this survey has been 
sent free to each member of ihe F.A..\. 
The price for additional copies, or te non- 
members of the F.A.A., is $1. Address: 
Financial Advertisers Association, 231 So. 
LaSalle St., Chicago.) 
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THE problem of trust department earn- 
ings rests upon sufficient fiduciary busi- 
ness to produce worth while gross fees, 
and upon a knowledge of the cost of 
producing such gross fees. The differ- 
ence, of course, created the present 
problem, and the solution of the prob- 
lem seems to be in exercising care in 
the type of business accepted, directing 
our efforts toward quality rather than 
quantity, maintaining a system of ac- 
counting sufficient to keep us advised 
of the cost of doing business, so organ- 
izing our business within our own in- 
stitution and throughout our community 
(clearing house group or state) that 
reasonable fees commensurate with the 
service performed and the responsibil: 
ity assumed are not only fixed (and by 
uniform schedules if possible), but uni- 
formly and impartially applied.—John 
H. Evans, Vice-President and Trust Of- 
ficer, McDowell National Bank, Sharon, 
Pa., in an address at the recent ABA 
Mid-Winter Trust Conference. 
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Our Three-Front Anti-Inflation 
Program 


By Leon HENDERSON 
Administrator, Office of Price Administration and Civilian Supply, Washington, D. C. 


ANY skeptical observers say that 
inflation is inevitable unless harsh 
measures, like Germany employs, 

are used in this country. 

I deny this most emphatically. 

In the past year, this country has had 
the greatest increase it ever knew in 
production, but wholesale prices went 
up only 5 per cent while production 
was rising about 27 per cent. The offi- 
cial cost of living index went up about 
2 per cent. 

This restraint was due to a number 
of reasons. First, we had a surplus of 
men, money and machinery. Next, busi- 
ness men recognized generally, for the 
first time, that rising prices interfere 
with production and may even destroy 
business. Also, the Government got to 
work early with its pressures to resist 
price rises. 

Now, however, the problem of main- 
taining price stability is becoming more 
dificult. Demands for raw material, 
supplies, labor, shipping, power, rail- 
road transportation—all will be inten- 
sified. And in some cases the materials 
and facilities available for use by plants 
manufacturing civilian goods will have 
to be curtailed sharply. That situation 
has already developed in aluminum, 
zinc, machine tools, steel, and some 
other items. In other cases, such as 
copper, it has been avoided only by 
arranging for imports from foreign 
countries. In a word, combined defense 
and civilian demands are going to ex- 
ceed available supplies in many fields. 


We are operating near our present 
industrial capacity, although this is be- 
ing increased, of course, by the hun- 
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dreds of new defense plants of all types 
now going or about to go into produc- 
tion. But there is this one important 
difference. During the World War 
there was little information available 
as to the extent which productive facili- 
ties were being used and little effort was 
made to hold prices down. The atti- 
tude then—and it persisted until most 
of the harm had been done—was to let 
buyers bid for goods, let them run 
prices up in the hope of thus getting 
greater output. Belatedly price controls 
were imposed during the World War 
days but not in time to stop a price 
rise which by 1920 had more than 
doubled the 1914 level. The cost of 
living soared, the cost to the Govern- 
ment of armaments rose enormously, 
and businessmen were harassed by con- 
stantly. changing prices. 


Basic Approach Today 


We know now that such a policy was 
unwise and we expect to handle the 
problem differently this time. Everyone 
knows that the processes of production 
are impeded rather than facilitated by 
constantly rising prices, that labor loses 
in high prices what it gains in higher 
hourly rates, and that as taxpayers we 
all are burdened unnecessarily by prices 
which lift the cost of armaments to the 
Government. Furthermore, “inflation” 
of the type which occurred in the World 
War inevitably brings in its wake the 
sort of collapse which came in 1921. 

Our basic approach to this problem 
of maintaining price stability during a 
period in which defense needs are draw- 
ing more and more heavily on produc- 
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*‘The Government is moving 
on three fronts to maintain 
stability in our economic sys- 
tem at a time when serious dis- 
locations are threatened by 
needs of the armament program. 
It is controlling prices where 
necessary, it is expanding 
supply of goods where possible, 
and it is curtailing consumer 
buying power to narrow the gap 
between demand for goods and 
the supply of goods which in- 
evitably will develop as the de- 
fense program progresses,’’ ex- 
plains Mr. Henderson in the 
accompanying portion of his 
recent address over the Mutual 
Broadcasting System network. 


tive capacity of the country is to in- 
crease the supply of goods. When that 
approach fails because of the time re- 
quired to construct new plants, to train 
workmen, or to build ships then other 
steps must be taken. At that point we 
will move in as we have in several cases 
already and impose mandatory price 
ceilings. We have the power but if 
more is needed we are prepared to ask 
Congress for additional legislation. 

But let me impress this fact on you 
most earnestly. 

We want to avoid “going to law” to 
achieve our goal of relatively stable 
prices. I have enough confidence in the 
patriotism of American businessmen, of 
farmers, and of labor to believe they 
will codperate in this effort, once they 
understand clearly what we are trying 
to do and why it is important to the 
whole country. 


Action to Date 


In any price administration effort the 
important thing to remember is that one 
man’s price is another man’s cost and 
that a price rise anywhere along the 
line leads to cumulative price increases 
higher up in the production and dis- 
tribution process. Thus far we have 
concentrated our attention in the indus- 
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trial raw material field largely on sec- 
ondary or scrap materials which are 
first to feel the effect of increased de- 
mand on price. We have imposed price 
ceiling on coal, aluminum scrap, scrap 
iron and steel, zinc scrap, and a few 
others. In addition we have issued 
warnings from time to time when it ap- 
peared that prices for particular com- 
modities were beginning to get out of 
line, sometimes as result of speculation. 
Presently we are concerned about price 
tendencies in the cotton textile field, 
drugs, and a few others. Furthermore, 
indications have developed recently of 
threatened price increases in the price 
of steel and of farm equipment as re- 
sult of wage increases granted in parts 
of those industries. We feel that such 
wage increases should not be passed on 
in the form of higher prices unless it 
is clearly apparent that they cannot be 
absorbed out of current profits of the 
companies involved. Therefore, we im- 
posed mandatory price maximums hold- 
ing steel prices at their first quarter 
level and sent a letter to farm equip- 
ment manufacturers asking that they 
make no changes in their prices. 


Consumers’ Interests 


Interests of consumers have been pro- 
tected by the activities of Miss Harriet 
Elliott’s division, now a part of the 
Office of Price Administration and 


Civilian Supply. This division has 
worked with other defense agencies in 
seeing that consumer needs are taken 
into consideration as defense measures 
are planned. It has also aided in keep- 
ing up standards of living by enlisting 
codperation of businessmen and of con- 
sumers through conferences and dis- 
semination of data on living costs and 
“trouble spots” in the consumer supply 
picture. 

Investigations have been undertaken 
and results publicized, for example, of 
cost factors involved when fuel oil 
prices started to rise recently. Like- 
wise, rumors of a threatened sugar 
shortage last February were met with a 
public announcement that they had no 
basis in fact and were entirely unwar- 
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ranted. Similar action has been taken 
in regard to aluminum and shoes, both 
of which have been affected by heavy 
drains of the armament program. Miss 
Elliott’s division has also codperated 
with state and local defense councils in 
acting to forestall unnecessary rent in- 
creases in areas where the defense pro- 
gram has created a shortage of dwell- 
ings. In that connection a model rent 
control law has been drafted for sub- 
mission to state legislators. 

The production of goods necessitated 
by the defense program is now raising 
the nation’s income to far higher levels 
than ever before attained. This means 
not only that more is being paid out 
in form of wages, salaries, and business 
profits but that more goods are being 
produced. Much of these goods, how- 
ever, are armaments which go only to 
the Government and cannot be used by 
people who are receiving wage, salary, 
bond interest, and dividend payments. 
Those payments for work done in pro- 
ducing armaments will of course be 
spent in large measure for consumers’ 
goods if possible. But if there are not 
enough of certain consumers goods to 
go around, the tendency will be to bid 
prices up. We can help protect con- 
sumers on these items by price controls, 
and by diverting consumer purchasing 
power to the great surpluses of this 
country—food, . amusement, travel, 
clothes and many other pools of goods 
for which many people are still hungry. 

The Government will help at the same 
time to finance the cost of the defense 
program by raising taxes and selling 
bonds to the public. As these measures 
come into operation they will go far 
toward holding the demand for consum- 
ers’ goods down to the supply available. 
That process, of course, will greatly 
facilitate our efforts to maintain stable 
prices, particularly of goods entering 
into the cost of living. 


Three-Fold Program 


Thus, the Government is moving on 
three fronts to maintain stability in our 
economic system at a time when serious 
dislocations are threatened by needs of 
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the armament program. It is controlling 
prices where necessary, it is expanding 
supply of goods where possible, and it 
is curtailing consumer buying power to 
narrow the gap between demand for 
goods and the supply of goods which 
inevitably will develop as the defense 
program progresses. 

That three-fold program can succeed 
only if we have your codperation. If 
we do get that codperation, and I am 
sure we will, this country will be able 
to come through the emergency without 
the disastrous inflation which occurred 
here during the World War and which 
is occurring now in many European 
countries. It is a goal worth striving 
for and one which I am confident we 
will attain. 


A book that provides in one volume 
a Complete Banking Library 


GLENN G. MUNN’S 


ENCYCLOPEDIA 


of Banking and Finance 


An indispensable work of reference for the banker, 
broker, business man or student 


ERE ts a book that contains 865 

pages and over 3500 terms relating 
to money, credit, banking practice, 
history, law, accounting and organiza- 
tion, foreign exchange, trusts invest- 
ments, speculation, markets and broker- 
age. 

With this convenient volume on your 
desk you are in a position to answer 
any question which may arise pertain- 
ing in any way to banking, investment 
or finance. All market terms and 
operations are carefully described. 

An important feature is the bibli- 
ography given at the end of each term, 
referring the reader to sources of addi- 
tional information on any subject in 
which he is _ particularly interested. 
Why not examine a copy at your own 
desk at our risk? 


Sent Postpaid for S Days’ Free Examination 
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{ 465 Main Street, Cambridge, Mass. ! 
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Current Problems of 
FOREIGN BANKING 


By A. M. Stronc 


Manager, Foreign Department, The Public National Bank and Trust Company of 
New York, New York City 


MERICAN bankers are faced with 
a multitude of problems created by 
decrees of foreign governments, by 
conflicting claims to ownership of funds 
and securities, by suspension of ex- 
change operations in invaded territories, 
by freezing control, and other conse- 
quences of the war. We are endeavor- 
ing to meet these problems individually 
to the best of our ability, combining 
advice of counsel with practical experi- 
ence. However, we are burdened with 
new responsibilities and exposed to new 
hazards. Our present laws and instru- 
ments do not provide adequate safe- 
guards against these contingencies. 

The invasion of the Scandinavian and 
Low Countries and the subsequent oc- 
cupation of France and the Baltic States 
brought to a sudden stop all transac- 
tions with these countries. There were 
unmatured commercial credits, out- 
standing drafts and acceptances, future 
exchange contracts, collections, pay- 
ments, balances, etc. We liquidated in- 
terbank transactions that could be dis- 
posed of by mutual consent, and en- 
deavored to untangle the complications 
that arose daily. 

A survey made by the Committee on 
Foreign Banking in October, 1940, with 
regard to acceptance domiciled in in- 
vaded countries, disclosed lack of uni- 
formity in the handling of the problems. 
Lack of uniformity is also evidenced in 
the instruments used and the protective 
clauses inserted in various forms since 
the outbreak of the war. 


Foreign Government Decrees 


Several: governments in exile have 
issued decrees and regulations to pro- 
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tect the foreign assets of their nationals, 
The governments either asserted title to 
all funds and property of their nationals 
residing in occupied areas or invali- 
dated instructions of the owners of the 
accounts emanating from these terri- 
tories. 

While the decrees are recognized by 
our Government, the rights of the 
parties having an interest in the prop- 
erty and the position of our banks hold- 
ing funds and securities for depositors 
domiciled in occupied countries have 
not been defined. Banks are confronted 
with conflicting instructions and claims, 
and must decide at their own risk what 
procedure to follow. Adherence to the 
decrees will expose banks to claims by 
owners of the accounts, particularly for 
losses through exchange fluctuation 
and depreciation of property and secu- 
rities. On the other hand, disregard 
of the decrees may result in claims by 
the government authorities and others 
who assert title to the property. 

Steps to amend our laws to protect 
banks against conflicting claims to 
ownership of funds and securities were 
taken by Congress and the New York 
Legislature. The President, on. April 
8, 1941, signed a bill authorizing the 
Secretary of State to determine which 
representatives of foreign governments 
are entitled to withdraw funds deposited 
by their governments in American 
banks. The new law releases the Fed- 
eral Reserve and other banks from lia- 
bility when they make payments to for- 
eign representatives duly accredited by 
the Secretary of State. 

Under a bill signed by Governor 
Lehman on March 25, 1941, certain sec- 
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tions of the New York State Banking 
Law were amended, giving banks dis- 
cretionary rights with regard to foreign 
deposits. A completely new subdivision 
known as “7-A” has been added to Sec- 
tion 134 of the Banking Law, which 
provides that a bank need not recognize 
any claim to a deposit of cash or secu- 
rities in the name of any corporation, 
firm or individual in occupied territory, 
or any advice cancelling the authority 
of any person authorized to withdraw 
cash or securities of such corporation or 
firm unless appropriate court process is 
procured or a satisfactory bond executed 
which would protect the depositary 
bank. 


Foreign Branch Liabilities 


Section 138 of the New York State 
Banking Law was amended with respect 
to the performance of contracts and re- 
payment of deposits by a branch office 
in a foreign country of a bank of this 
state so that if, in an occupied terri- 
tory, a dominant authority not recog- 
nized by the United States seizes or de- 
stroys any property of such branch 
office, the American bank is liable to 
its depositors only proportionately as 
the value of the seized or destroyed as- 
sets bears to the aggregate of all de- 
posits and contract liabilities of the 
branch office. 

The new law, however, does not 
clearly define an “adverse claimant” or 
“occupied territory.” Then there is the 
question of the constitutionality of the 
law, which gives a bank discretionary 
right to violate its contract with the de- 
positor solely because the depositor is 
in occupied territory. 

It must also be remembered that 
American laws will not afford protection 
against claims in occupied or neutral 
countries if the claimant is able to find 
and attach assets of the American bank. 

The dilemma of foreign decrees would 
be solved if the governments in exile 
would rely upon the United States freez- 
ing regulations to protect their nationals 
against confiscation and duress. Accord- 
ing to J. W. Pehle, Assistant to the Sec- 


THE BANKERS MAGAZINE for June, 


*‘Since our problems are iden- 
tical, common formulas may be 
found. Standard forms with 
uniform phraseology would 
greatly assist us in the conduct 
of our business and facilitate 
international trade,’’ suggested 
Mr. Strong in a recent address 
before the annual meeting of the 
Bankers Association for Foreign 
Trade. In the accompanying 
portion of this address, he sets 
forth various problems of for- 
eign banking today, and sug- 
gests practical steps toward their 
solution. 


retary of the Treasury, one of the pur- 
poses of the freezing control is to fore- 
stall any attempts to wrest assets from 
true owners by duress, and, in passing 
upon applications for licenses, the 
Treasury Department considers even the 
possibility that domination over a per- 
son who flees from an invaded area to 
some other country may be equally ef- 
fective through control of his relatives 
or friends who are still in the invaded 
territory, or through the control of his 
property interests there. 

It would seem that foreign nationals 
are afforded ample protection, and if 
the governments in exile would issue a 
general authorization permitting any 
transaction approved by the Treasury 
Department, American banks would also 
share in the general scheme of protec- 
tion. 

Commercial Credits 


Banks have learned from recent ex- 
perience that in financing imports by 
means of Letters of Credit or accept- 
ances, we are exposed to unforeseen 
risks and liabilities not adequately cov- 
ered by the limitations of our Letter 
of Credit Agreement and by the terms 
of our Letter of Credit. It is proper to 
mention that our Letter of Credit instru- 
ments closely follow the forms adopted 
in 1922 by the Commercial Credit Com: 
mittee of the American Acceptance 
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‘‘The dilemma of foreign de- 
crees would be solved if the gov- 
ernments in exile would rely 
upon the United States freezing 
regulations to protect their na- 
tionals against confiscation and 
duress. According to J. W. 
Pehle, Assistant to the Secretary 
of the Treasury, one of the pur- 
poses of the freezing control is 
to forestall any attempts to 
wrest assets from true owners by 
duress, and, in passing upon 
applications for licenses, the 
Treasury Department considers 
even the possibility that domina- 
tion over a person who flees 
from an invaded area to some 
other country may be equally 
effective through control of his 
relatives or friends who are still 
in the invaded territory, or 
through the control of his prop- 
erty interests there. 

*‘It would seem that foreign 
nationals are afforded ample 
protection, and if the govern- 
ments in exile would issue a gen- 
eral authorization permitting 
any transaction approved by the 
Treasury Department, American 
banks would also share in the 
general scheme of protection.’’ 


Council. 


I shall attempt to analyze 
some of these risks. 


1. Inability to pay or accept because 
of foreign restrictions: The Letter of 
Credit contains a statement that banks 
agree with the endorsers, drawers and 
bona fide holders of all drafts drawn 
in compliance with the terms of the 
credit that such drafts will be duly 
honored upon presentation and delivery 
of documents at the drawee bank men- 
tioned in the credit. Accordingly, the 
holder of a draft may have recourse to 
the issuing bank notwithstanding any 
conditions. To remedy this situation, 
several banks have inserted a statement 
in their foreign currency credits that 
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they assume no liability to anyone for 
failure to pay or accept because of any 
restrictions in force at time and place 
of presentation. The Letter of Credit 
Agreement had to be correspondingly 
modified to permit this insertion. 

Inability to pay or accept may arise 
in certain cases by reason of U. S. freez- 
ing regulations. It may occur that a 
bank unknowingly establishes a credit 
in favor of a beneficiary in a neutral 
country who is a national of one of the 
countries under freezing control. Should 
the bank subsequently become aware of 
the situation, it could not pay or accept 
without a license of the Treasury De- 
partment. While the Department has 
fully coéperated with the banks, it may 
deem it inexpedient under certain cir- 
cumstances to grant a license, in which 
event the issuing bank would find it- 
self with a liability under an irrevocable 
credit which it could not fulfill. 

2. Possible liability for unpaid bills 
accepted by foreign banks in occupied 
areas: It is the custom of foreign cor- 
respondents to charge American banks 
for matured acceptances on the date of 
maturity. Should the holder of the bill 
not receive payment, he may have a 
claim against the issuing bank under 
the terms of the Letter of Credit even 
though the American bank paid the 
funds to the foreign accepting bank. 
Banks were confronted with this pos- 
sibility with regard to French bills ac- 
cepted by banks in Paris prior to the 
removal of their head offices to the un- 
occupied French territory. A similar 
situation occurred with regard to guilder 
bills drawn on Holland under credits 
opened in the Dutch East Indies. If 
there is no provision in the Letter of 
Credit Agreement covering this point, 
it is advisable to insert a clause releas- 
ing the bank from responsibility. 


Form of Payment 


3. Payment in banknotes by the 
bank’s customer for an obligation in 
foreign currency: Owing to the restric- 
tions imposed by most European gov- 
ernments on the importation of their 
own currency, the value of their bank- 
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notes abroad has greatly depreciated. 
There were instances where the banks 
were offered currency by their cus- 
tomers in payment of foreign bills. The 
Letter of Credit Agreement should be 
examined to ascertain whether it pro- 
vides sufficient protection. It may be 
advisable to make it obligatory for the 
bank’s customer to purchase the ex- 
change from the bank establishing the 
credit and to make any other form of 
payment subject to the bank’s approval 
at its sole discretion. 


Foreign Acceptances 


4. Liability of the bank’s customer for 
maturing foreign currency acceptances 
when trading in a particular exchange 
is suspended: Banks were recently faced 
with this situation in connection with 
Norwegian, Dutch, Belgian and French 
acceptances for which foreign currency 
was not available in the New York mar- 
ket. Most banks collected from cus- 


tomers the dollar equivalent of the for- 
eign amount at the last known rate 
under an agreement to cover the ex- 
change when possible and to charge or 


credit the customer with the difference. 
It may be well to make appropriate 
provisions in the Letter of Credit Agree- 
ment. 


Payments in Foreign Countries 


Prior to the outbreak of the war, the 
payment of funds in foreign countries 
was a simple transaction. As the war 
progressed, however, this operation be- 
came involved and hazardous. Banks 
found that transfers mailed or cabled 
immediately prior to invasion had not 
reached destination; payments mailed 
from European financial centers to 
places in the interior were lost; re- 
ceipts evidencing payment were detained 
by censors or destroyed by acts of war. 

It must be noted that in the matter 
of making payments for non-commercial 
purposes, banks are taking great care 
to safeguard the interests of their clients 
and are employing methods that mini- 
mize the risks and assure a high degree 
of safety. Considerable progress has 
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been made since the last war when mil- 
lions of dollars were lost through ex- 
change depreciation and devaluation of 
currencies. In this war, hardly any 
losses were incurred by the public on 
unexecuted orders payable in the oc- 
cupied areas. Nevertheless, in providing 
facilities for the delivery of funds in 
the war zone and in the occupied ter- 
ritories, banks must decline responsibil- 
ity for conditions beyond their control, 
and the receipt handed to the customer 
should clearly state the terms under 
which the bank undertakes the transac- 
tion. 


Foreign Drafts 


While the obligations of a bank is- 
suing a foreign draft are defined under 
the Negotiable Instruments Law, it is 
advisable to give notice to the purchaser 
of the draft as to the scope of respon- 
sibility the bank is willing to assume. 
The bank is justified in declining re- 
sponsibility for loss or damage occa- 
sioned by delay in the transmission of 
the bank’s advice, for delay or default 
in the transmission of funds to provide 
for the payment of the draft, or for 
refusal of the drawee bank to pay the 
draft because of any decree, legal or 
illegal, of any government or author- 
ity. It is also advisable to stipulate 
that refund is to be made only when 
the bank receives reimbursement from 
its foreign correspondent in free funds 
readily saleable m the local open 
market. 


© 


I PROPHECY that in the months to come 
the banking profession will be called 
upon to make some considerable sacri- 
fice of leisure, nerve-strain and profit. 
And yet, if the American system of free 
enterprise is to rise triumphant in a 
largely totalitarian world, it must do so 
through its own unstinted efforts and by 
means of its own inherent strength. And 
the goal of ultimate triumph will be 
well worth the unselfish sacrifice which 
is a prerequisite to success.—Armitt H. 
Coate, Secretary, New Jersey Bankers 
Association. 
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SURVEY 


Condensations from Magazines, Reviews, 
Reports, Bulletins, Radio Discussions, 
Advisory Services, Newspapers, etc. 


FIRST QUARTER PROFITS 


Monthly Report, The National City 


EPORTS for the first quarter 
issued during the past month by 
leading corporations show that 

the increase in industrial operations, to 
a level 20 per cent above the first 
quarter of last year, was accompanied 
in a majority of cases by an increase in 
net profits, despite the rise in cost of 
materials, wage rates and income taxes. 
Many representative manufacturing 
companies operated at capacity through- 
out the quarter and established new 
high records in volume of sales. Lead- 
ing railroads and public utility com- 
panies also reported marked gains in 
gross and net income. There were 
numerous exceptions, however, to this 
favorable trend. 

A tabulation of the reports of 345 
leading companies in the manufactur- 
ing, mining, trade and service industries 
shows combined net profits, less deficits, 
of approximately $377,000,000 after 
taxes. This represents an increase of 


Bank of New York, New York City 


2 per cent over the $370,000,000 re- 
ported by the same companies in the 
fourth quarter of 1940, and an increase 
of 17.5 per cent over the $321,000,000 
total in the first quarter a year ago. 

Total outstanding capital and surplus 
of the group aggregated $12,388,000,000 
at the beginning of this year, upon 
which the first quarter profits were at 
an annual rate of 12.2 per cent, com- 
pared with a rate of 10.5 per cent on 
a somewhat smaller net worth in the 
first quarter of 1940. 

(The large companies which issue 
prompt quarterly reports, and in this 
tabulation had an average net worth of 
$36,000,000 per company, provide a 
useful indication of earnings trends, but 
are not representative of the average 
rate of earnings for business as a 
whole. The latter may be determined 
only from the official “statistics of In- 
come” compiled by the Treasury De- 
partment from tax returns.) 


DEFENSE SAVINGS BONDS INCREASE INFLATION DANGER 


Weekly Bulletin, American Institute for Economic Research, Cambridge, Mass. 


BOUT one-half of the Liberty Loan 
and Victory issues totaling more 
than $20,000,000,000 was financed 

by inflationary credit extensions of the 
commercial banks. None of these is- 
sues contained provisions for redemp- 
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tion before maturity. The new Defense 
Savings Bonds are intended to attract 
bona fide savings in order to minimize 
inflationary originations of new de- 
posits by the commercial banks; but, 
in order to induce the public to invest 
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in the defense issues, the Treasury has 
made the new securities redeemable at 
the option of the owners. This feature 
injects a risk in connection with the 
present financing that was not present 
during the 1917-19 period. 

Ordinarily, calls for immediate re- 
demption would be limited to those aris- 
ing from financial emergencies en- 
countered by individuals. However, if 
doubts regarding the credit of the Gov- 
ernment should arise or if inflation 
caused rapidly rising prices and made 
it desirable to convert dollars into 
physical assets, a run on the Treasury 
might occur. The new issues have al- 
ready been recommended as inflation 
hedges because the bonds can be con- 
verted into cash on short notice for the 
purchase of goods. 

After the 1914-18 World War, Lib- 
erty Loan issues depreciated greatly in 
price, but the depreciation was limited 
by the reluctance of investors to take 
losses. (Everyone who has advised in- 
vestors knows how widespread and 
firmly rooted this reluctance is; it is 


almost an obsession in many instances.) 
The redemption features of the Defense 
Savings issues remove this important 
psychological barrier that ordinarily 
would influence many, probably most, 
investors. If a run were started to ex- 
change Defense Bonds for cash, the 
Government would not have the controls 
over the public that it has over the na- 
tion’s banks. Consequently, the Govern- 
ment would find itself on the horns of 
a dilemma; it could either repudiate 
the redemption agreement, thereby ad- 
versely affecting its own credit standing, 
perhaps disastrously so, or it could 
adopt the easier course of issuing un- 
backed currency in payment. However, 
the latter procedure would supply the 
inflationary purchasing media for an 
uncontrollable inflation under circum- 
stances such that frantic bidding for 
available goods in the markets would 
almost certainly occur. The more of 
these issues that are marketed with the 
call redemption provision, the greater 
will be the ultimate danger of a serious 
inflationary progression. 


ENCOURAGE SMALL BUSINESS 


By Senator JosepH C. O’MAHONEY 
Chairman, Temporary National Economic Committee, Washington, D. C. 


E should undertake without delay 

an immediate program for the en- 

couragement of small business. 
The first step, of course, is the continued 
vigorous enforcement of the anti-trust 
laws; the second, a sound -and feasible 
plan for providing venture capital to 
those who need it to establish new busi- 
ness and new industry. I see no hope 
of successfully stimulating small busi- 
ness merely by providing Government 
loans. The Government should not be 
the source of such capital. The capital 
which is needed and which ought to be 
utilized is the private capital which now 
lies idle in the banks. Expanding Gov- 
ernment loans only tend to encourage 
the invasion of the field of private busi- 
ness by Government. We must attack 
this task by making it more attractive 
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than it now is for the owners of private 


capital to invest their funds. Surely, 
if we seek the reestablishment of active 
private enterprise, we must direct our 
efforts toward the independent employ- 
ment of private funds rather than an at- 
tempt to loan nonexistent Government 
funds. 

At least two methods seem to be pos- 
sible: first, a program of incentive taxa- 
tion; and, second, the establishment of 
a system of privately insured loans for 
new enterprise. 

It seems to me to be obvious that the 
social desirability of new enterprise and 
new employment is so great that Con- 
gress can well consider the advisability 
of material reductions in the rate of 
taxation on returns which come from in- 
vestments in new, independent busi- 
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nesses of any kind and that these reduc- 
tions should be made without much 
regard to the surtax structure. The ad- 
vantages to be derived by the whole 
economy from the opening of new fields 
to investment and commercial activity 
would more than offset any financial 
loss in returns from the higher brackets 
under the income tax law. 


For two generations, the concentra- 
tion of economic power and wealth has 
proceeded at such a pace that the wel- 
fare of the masses in agriculture and 
industry has been seriously jeopardized. 
Small business has been swallowed up 
by big business and big business is now 
confronted with the danger of being 
swallowed up by Government. The way 
to reverse this trend is not to be found 
in further expanding the powers of Gov- 
ernment, nor in releasing big business 
from so-called Government interfer- 
ence. The only remedy to save a demo- 
cratic economy is to be found in making 
the economy democratic. If we are to 
avoid an all-powerful central govern- 
ment we have no recourse but to re- 
establish and encourage free, private 
enterprise, that is to say, private enter- 
prise which will be free from the ar- 
bitrary control of private organization 
as well as of public organization. 


Therefore, I recommend: 


1. National charters for national cor- 
porations, in order that these agencies 
may have a definite and free place in 
our economy and local business may be 
differentiated and protected from na- 
tional business; 


2. The effective and thorough enforce- 


FORCED SAVINGS IN GREAT BRITAIN 





ment of the anti-trust laws to maintain 
competition and to prevent all combina- 
tions and agreements that destroy busi- 
ness ; 

3. The encouragement of new business 
and small enterprise by revision of the 
tax laws for the purpose of encourag- 
ing new employment and new industry; 

4. A national conference called by 
Congress of the various organizations, 
representative of business, labor, agri- 
culture, and consumers which have for 
years been working on diverse phases 
of this central problem might concen- 
trate public thought and action on the 
objectives on which there is general 
agreement instead of, as now, on the ob- 
jectives concerning which there is only 
misunderstanding, suspicion, and dis- 
agreement. : 

In an hour of political uncertainty 
153 years ago, the Continental Congress 
called a national convention to draft a 
national political constitution. That 
conference of American leaders was suc- 
cessful beyond the dreams of any of 
those who authorized it. Our need to- 
day is a national economic constitution 
which shall abolish the economic uncer- 
tainties which seem to threaten even our 
political system. I have an abiding 
faith that the patriotism and ability of 
the people of America are equal to the 
task. 

In defense of democracy we must 
find the way to maintain and defend 
freedom for all——From the final state- 
ment of Senator O’Mahoney, Chairman 
of the Temporary National Economic 
Committee, at the closing public session 
of the committee. 


Business Conditions Weekly, Alexander Hamilton Institute, Inc., New York City 


VER since the outbreak of the war, 
Professor John Maynard Keynes 
has advocated the establishment of 

forced savings in Great Britain. His 
plan has two objectives. In the first 
place, it is designed to raise revenues to 
meet the heavy expenditures of the gov- 
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ernment. In the second place, its ob- 
ject is to reduce the purchasing power 
of the people in order to prevent the 
inflation of commodity prices. 

Although the plan has found a great 
many adherents in Great Britain, it has 
not been adopted, because, as was offi- 
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cially stated, the public has so gener- 
ously purchased government obligations 
and has, on the whole, full-heartedly co- 
operated with the government. 

In his last budget message to the Par- 
liament, however, Sir Kingsley Wood, 
Chancellor of the Exchequer, introduced 
a system which is equivalent to forced 
savings. This system provides for a 
substantial reduction in income tax ex- 
emptions but specifies that part of the 
increased taxes will be considered as 
savings. The government intends to re- 
turn these savings to the taxpayers after 
the present war is over. 

Under the new plan, the personal al- 
lowance for unmarried persons will be 
lowered from £100 to £80. The amount 
which married couples without children 
can deduct will be reduced from £170 
to £140. In addition to these lower ex- 
emptions, higher tax rates will be im- 
posed. 

This new tax scheme was introduced 
because of two developments. In the 
first place, the deficit of the British 
Government has increased sharply as 
the result of the war. During the past 


fiscal year, which ended March 31, 


Great Britain’s expenditures totaled 
£3,884,000,000 while revenues amounted 
to only £1,409,000,000. There was thus 
a deficit of £2,475,000,000 last year. 
This was equivalent to $9,949,500,000 
at the official rate of exchange. The 
British deficit alone thus exceeded the 
United States Government’s total ex- 
penditures of $9,127,000,000 during the 
fiscal year ended June, 1940. In order 
to cut this deficit, the British Govern- 
ment found it necessary to increase the 
burden of taxation. 

The second development which made 
necessary the introduction of a new tax 
system in Great Britain was the sharp 
increase in prices of commodities. The 
index of wholesale prices in England 
rose from 98.1 in August, .1939, the 
month prior to the outbreak of the war, 
to 151.0 in March, 1941. The cost of 
living rose from 155 in August, 1939, 
to 195 in December, 1940. The new 
tax system was thus designed to halt 
this inflationary movement by reducing 
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the purchasing power of the people. 

According to a White Paper pub- 
lished in conjunction with the new 
budgetary estimates for the fiscal year 
1941-42, the national income of Great 
Britain rose from £4,415,000,000 in 
1938 to £5,586,000,000 in 1940. Of this 
increase, about £600,000,000 came from 
increases in wages and included pay- 
ments to the armed forces. 

The White Paper estimates that dur- 
ing 1940, the British people spent 
£325,000,000 more on food, drink and 
tobacco than in 1938. In view of the 
great emergency which confronts Great 
Britain at the present time, the govern- 
ment felt it necessary to reduce the ex- 
penditures of the people for consump- 
tion, and it has decided to do so by 
imposing severe taxes which embody 
the plan of forced savings. 

This compulsory savings plan was 
also designed for the purpose of ame- 
liorating the situation in the immediate 
post-war period. The prospect is that 
the discharge of millions of men from 
the fighting services at the end of the 
war will result in considerable unem- 
ployment while industry is reorganizing 
from a war footing to a peace-time 
basis. It is expected that the accumula- 
tion of savings at the present time will 
help the people to tide themselves over 
the. reconstruction period which will 
occur after the war ends. 

The question of forced savings has 
been discussed in various belligerent 
countries and also in the United States. 
Thus far, however, no definite steps 
have been taken to institute such a sys- 
tem in countries other than England. 
In Canada and in Australia, the people 
have bought the government securities 
offered to them with such willingness 
that there has been no need to change 
the present voluntary system of savings. 
Moreover, commodity prices in Canada 
and in Australia have shown only a 
moderate increase, indicating that infla- 
tion in these two countries has made 
much less progress than in England. 

In the United States, the Government 
has just started to sell obligations in 
small and larger denominations to ul- 
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It is reasonable to 


timate investors. 
assume, therefore, that nothing will be 
done to institute a scheme of compul- 
sory savings in the United States until 


AMERICAN BUSINESS REDISTRIBUTES THE WEALTH 





the Government is in a better position 
to determine the outcome of its present 
efforts to tap the savings resources of 
the people. 


The Exchange, New York Stock Exchange, New York City 


S wage increases are granted and 
Government controls over prices 
and production tighten, a question 

which presents itself is: how greatly 
will national defense accentuate the 
trend toward greater participation in 
industry profits by Government and 
labor, and lesser participation by the 
owners—its stockholders? 

Dividends paid in 1940 on common 
stocks listed on the New York Stock 
Exchange were nearly 30 per cent less 
than disbursements during the years of 
the late 1920’s, although industrial pro- 
duction last year attained record-break- 
ing levels. Meanwhile both Government 
and labor have increased the proportion 
of the proceeds which they receive from 
industry’s operations. 

This transition is brought home for- 
cibly in the financial reports for 1940 
which business corporations are now 
issuing to their stockholders. For many 
of them, the mounting volume of busi- 
ness in 1940 has provided the first op- 
portunity to make close comparisons 
with the highly productive years of the 
1920’s. One of the clearest demonstra- 
tions of what has taken place since that 
time is contained in the report of the 
United States Steel Corporation. 

Steel points out that its dollar sales 
in 1940 were almost as large as in 
1929, amounting to $1,080,900,000 last 
year, compared with $1,094,100,000 in 
1929. Net profits were $95,000,000 
lower, due to increased taxes and labor 
costs. Here are the facts as they are 
shown in the company’s report: 


Average hours worked per week in 1940 
Government received in taxes in 1940 . 


Common stockholders received in dividends in 1940 : 







Average number of workers employed in 1940 . 
Average weekly earnings per worker in 1940. 
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The table merits careful inspection. 
One prominent financial writer has said 
of these figures in a front-page news- 
paper article: “In those simple com- 
parisons is compressed the whole drama 
of change in the functioning of the 
American free enterprise system.” 

Taxes paid by the company in 1940 
were nearly 24% times as large as the 
amount of dividends disbursed on its 
common stock, nearly 1/5 as large as 
the total wages and salaries paid during 
the year to its 254,000 employes. 

Nor is this the effect of the tax on 
excess profits. The company says that 
its 1940 earnings are not sufficient to 
be taxed additionally on that basis. ; 

Here is the experience of another 
leading company—one which did have 
to make provision for the excess profits 
tax. General Motors has reported that 
its net sales in 1940 were $1,794,936,- 
642, compared with $1,504,404,472 in 
1929. Yet, despite a rise of $290,532,- 
170 in sales, net income available for 
dividends last year was $52,660,547 
less. 

Over the same years the number of 
employes of the company increased 7 
per cent, total wages and salaries rose 
26 per cent. Total tax payments by the 
company are not available for 1929, 
but merely since 1935 its tax load has 
increased 233 per cent, with the excess 
profits tax accounting for nearly one- 
third of the rise. Taxes paid in 1940 
amounted to 130 per cent of common 
stock dividends and to 42.7 per cent of 
total wages and salaries. 






more than in 1929 
more than in 1929 
less than in 1929 
more than in 1929 
less than in 1929 


%2% 
4% 
21% 

55% 

45% 
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VIEWS 


Recent Speeches Given Before National, 
Regional or State Groups — Digested 
or Excerpted for Your Convenience .. . 


CONSUMER CREDIT AND THE ECONOMIC FUTURE 


By Joun J. ScHUMANN, Jr. 
President, General. Motors Acceptance Corporation, New York City 


INANCIAL institutions entering the 
field of consumer credit, or those 
now engaged in it, should be sure 

that they are not undermining the future 
economic background in their com- 
munities. 

If business in general were in the 
doldrums, as in the depression years, 
there would be every reason why efforts 
should be made to induce people to 
use their credit to buy things, in the 
knowledge that under such conditions 
people do not suffer from over-optimism 
as to their ability to pay. They are not 
disposed to speculate with their ability 
to pay, and our credit experience con- 
firms this. 

However, we are in a period of un- 
usual stimulation of business and ris- 
ing national income, with more agen- 
cies than ever before promoting the 
highest consumer credit volume, on long 
terms and the thinnest of equities. Just 
ordinary common sense suggests that 
under prevailing conditions the reverse 
procedure should be the order of the 
day. 

In my opinion, those who enter the 
field of consumer credit, or who are 
now engaged in it, should be sure that 
they are not undermining the future 
economic background in their com- 
munities. They should bear in mind 
that the soundness and stability of the 
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markets for the commodities they 
finance are the basic factors in the 
liquidity of receivables. 

It is a simple thing for‘ any financing 
agency in any community to promote 
consumer credits to the point where, 
with the first cold wind that blows, the 
merchandising fabric of the community 
is endangered and really cannot revive 
until consumer debts can be liquidated 
—liquidated in an economy of declin- 
ing income. ‘ 

These are times when prudent busi- 
nessmen prepare for possible reversals 
—they put only the soundest possible 
business on their books; they increase 
their efficiency; they plug up the leaks 
and prepare for the storms which are 
sure to come. To translate this into 
terms of consumer credits, this is not 
the time to improperly encourage work- 
ers to borrow money, to encourage mer- 
chants to unduly expand their credit 
business, to encourage competition 
among credit merchants or lending 
agencies, or to compete on the basis 
of extended credit terms. 

. It seems to us that the danger signals 
in this business are beginning to ap- 
pear and that we are obliged to heed 
them. As you view the present and im- 
mediate outlook, these signals seem to 
consist of: (1) The consumer credit 
burden appears to be running high in 
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relation to basic indices of general 
business and national income. The cause 
of such a condition is excessive com- 
petition, which in turn can create an 
undue proportion of weak credits. 
(2) Average down payments appear to 
be falling away from normal, indicat- 
ing tov high a proportion of paper with 
thin equities in the portfolio—again the 
result of thoughtless competition. (3) 
Average terms have lengthened out and 
show a tendency to continue this trend 


T is hardly necessary to talk about 
the perplexities of present day mort- 
gage financing. In this field com- 
petition has not only forced rates down, 
a result which seems entirely justified, 
but it has also compelled lenders to 
make other concessions to the borrower 
in the form of excessive loans and in- 
adequate provision for amortization. 
Savings bank management is obliged to 
decide how far it will go in meeting the 
terms of other lenders. In what respects 
shall it compete and where shall it 
draw the line? These are questions 
that confront the bank which is striving 
for earning power but at the same time 
attempting to avoid loans where prin- 
cipal loss is likely to occur. The game 
moves fast and many of the players are 
shrewd and skillful. Lending officers 
trained under the old system and in- 
capable of adopting new techniques are 
apt to be out-traded or so discouraged 
that they cease to function effectively. 

Competition of another kind affects 
the treatment of existing mortgages. In 
attempting to deal with this problem 
would it not be wise to consider some 
classification of mortgages as to quality 
—similar to the ratings of bonds that 
have been made for many years? Why 
is classification desirable if there are 
no arrears or if amortization is being 
received? The answer is that properties 
on which mortgages are now held are 










THE FUTURE OF MORTGAGE INVESTMENTS 
By WituuaM R. WHITE 


Superintendent of Banks, State of New York 





THE BANKERS MAGAZINE for June, 1941 





—again the result of unnecessary com- 
petitive practices. (4) The proportion 
of paper having a combination of both 
low down payment and extended term 
appears to be on the increase, due to 
high pressure selling and quest for vol- 
ume regardless of quality. (5) The 
quite evident anticipation of future 
markets, which results sooner or later 
in a period of indigestion—From an 
address at the recent ABA National 
Consumer Credit Conference. 


likely to encounter two ‘stiff forms of 
competition. The first relates to prog- 
ress in design and construction; the 
second to population movements. We 
have already seen many examples of 
the kind of competition that older prop- 
erties are receiving from new types of 
buildings; from single family houses, 
smaller, better designed both outside 
and inside; from apartments of the 
“garden type” of arrangement, built on 
25 per cent to 35 per cent of the land 
area, furnished with new and modern 
equipment; from stores, loft buildings 
and manufacturing plants built along 
new horizontal lines, lower and spread 
out. Also there is a great improvement 
in the technique of building. Better 
planning, the pre-manufacture of parts 
to be assembled on the jub, cellars dug 
by steam shovels by the dozen; all are 
factors affecting our present mortgage 
investments. The assembled, _ all- 
insulated, all-electric house’ and apart- 
ment may be here sooner than we think. 

The second form of competition will 
be found in the tendency of population 
to spread out, to become less dense. For 
several centuries there was an almost 
continuous centralization of population. 
The density per square mile increased 
decade after decade. Now, as the result 
of the extension of subways and bus 
lines, the building of express highways 
and the increase in the number of auto- 















mobiles—all since 1920—there has been 
a tremendous change, almost a reversal 
of the previous trend. The population 
of all growing communities, from New 
York down to the smallest village, is 
pushing out beyond the original boun- 
daries. Manufacturing plants and office 
buildings, as well as stores, are spread- 
ing out and even moving to suburban 
areas. The trend is most pronounced 
in the case of the private one-family 
dwelling. 

What is this likely to mean to the 
savings banks? Will it not hasten the 
obsolescence of many existing houses, 
apartments, lofts, and stores, on which 
they now have mortgages in good 
standing? This is the reason for my 


suggestion that you classify your mort- 
gages and try to look ahead two, five, 
or even ten years. 

We can all recall that investors, and 
even railroad management, failed to 
realize what the competition of auto- 
mobiles, trucks, buses, pipelines and air- 
planes would do to railroad revenues 
and to our investments in their secu- 
rities. Taking warning from this, should 
we not look ahead and consider what 
new types of buildings, new methods of 
construction and decentralization of 
population may do to present mortgage 
investments?—From an address at the 
recent National Association of Mutual 
Savings Banks convention. 


NATIONAL DEFENSE EFFECTS ON CONSUMER CREDIT 


By CueEsTeErR C. Davis 
President, Federal Reserve Bank of St. Louis, St. Louis, Mo. 


CONOMIC developments resulting 


from the rearmament program 


make it clear that this country will 


soon be seriously considering plans to 
influence the terms and use of instal- 
ment credit in the interests of national 
defense. 

We are in the midst of a national 
emergency whose broad implications 
few of us from our own past experi- 
ences are able to see clearly. We must 
mobilize our vast store of manpower, 
machines, physical resources, money 
and brains toward one huge job which 
may eventually encompass every ele- 
ment of our normal existence. 

Buying and building for defense 
means increased industrial activity, 
more employment, greater volume of 
retail sales, and larger profits. It means 
a rising national income and a rise in 
the stream of consumers’ income di- 
rected toward the stocks of consumers’ 
goods, durable and non-durable, found 
in the market places. But the general- 
ized rise in the volume of purchasing 
power in the hands of the people re- 
sulting from the defense program, might 
act as an obstruction to the realization 
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of the very defense program itself. This 
is the paradox we face today. 

But the crucial point to think about 
lies in the fact that the defense demand 
is concentrated in those areas of the 
economy producing durable goods. 
Much of the purchasing power derived 
from consumer credit is likewise spent 
on durable consumer goods. Roughly 
about half of consumer credit is used 
to buy new and used automobiles, 
nearly one-fifth for furniture, about 15 
per cent for electric refrigeration, and 
over 10 per cent for other electric equip- 
ment. These are the percentages if 
housing is excluded. 

The recent announcement that next 
year’s automobile production will be 
cut 20 per cent to release facilities, 
skilled labor, and materials for arma- 
ment, high lights the obvious conclu- 
sion: Expansion of the volume of con- 
sumer credit creates buying power that 
would in large part compete with im- 
perative Government needs. One or the 
other will give way. 

The stimulating effect of consumer 
credit, added to the already substantial 
expansion of current purchasing power, 
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can be accompanied by: (1) a rise in 
aggregate output; (2) a rise in prices; 
or, (3) both in some proportion. Which- 
ever of these three conditions finally 
results depends upon such factors as the 
existence of excess plant capacity and 
unused productive resources; upon their 
distribution over various industries, 
and upon the flexibility of prices and 
costs, including labor costs. 

The general plan would probably be 
to require larger down payments and 
to increase the instalment payments by 
shortening the period over which the 
payments were to extend. In periods 
such as the present, when incomes are 
rising rapidly, and when there is a ten- 
dency for consumers to increase their 
expenditures on durable goods more 
rapidly than the general expenditures, 
such control, to be effective, would prob- 
ably have to be applied rather generally. 

Control of instalment financing terms 
could have some of the advantages of 
the forced savings plan. Larger down 
payments and larger instalment pay- 


ments would probably cause the post- 
ponement of expenditures for durable 
goods in many cases, and in any event 
would absorb more of current incomes, 
and thus would reduce the over-all 
amount of such spending. On the other 
hand, more liberal terms at the appro- 
priate later time would tend to encour- 
age spending to some extent, although 
it would probably be found more diffi- 
cult to stimulate spending by more lib- 
eral terms than to restrain spending by 
more restrictive terms. 

The great difficulty of applying such 
control over instalment financing lies 
in the large number of institutions that 
are engaged in extending credit to con- 
sumers. Not only the finance companies 
and banks, but also the retail establish- 
ments and personal finance companies 
are engaged in this business. To be 
most effective, the control should be ap- 
plied broadly to all such institutions at 
the point of extension of credit to con- 
sumers.—From an address at the recent 
ARA National Consumer Credit Confer- 
ence. 


PERSONALIZE YOUR TRUST SERVICE 
By J. E. Drew 


Director of Public Relations, California Bankers Association, San Francisco, Calif. 


UCH of the grief experienced by 
trust companies would be elimi- 
nated, I am confident, if the cus- 
tomer were started right when the 
account is opened. It is his account and 
his business, but, according to the polls, 
he doesn’t know very much about it. 
The alert trust officer should make 
that customer feel perfectly at ease. Re- 
member, in the case of a widow or chil- 
dren it is perhaps the first time they 
have ventured into your office. They 
are at a tremendous disadvantage. They 
are worried. They are entering upon 
a new and perhaps foreboding stage of 
their lives. They have been ushered into 
your presence by the act of someone 
who has gone on before. In your hands 
rests their security, their hope and as- 
pirations, and perhaps their destiny. 
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How you greet them and what you say 
and do in that first interview will create 
an impression that will be a powerful 
influence in determining their attitude 
toward the trust company in the days 
to come. There is one sure rule to guide 
you and it should be followed by every 
member of your staff—always put your- 
self in the customer’s shoes. 

Remember, the customer is no mind 
reader. What is an old, oft-repeated 
story to you is a brand new experience 
to him. Be patient. Explain again and 
again. Be tactful, be helpful, be sympa- 
thetic, and be firm, and you will have 
made a friend. 

Let those who. meet the customers dis- 
play a genuine interest in the account. 
Make them realize that it is the prop- 
erty of Mrs. Jones they are handling and 
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not C-379452. Keep the index numbers 
for the files and maintain a human re- 
lationship across the desk and over the 
counter. Personalized service makes 
friends for the trust company and, in- 
cidentally, makes more trust business. 

The practice of constructive public 


CONSUMER CREDIT 


relations provides so much personal 
satisfaction, pays such rigid dividends 
and affords so many opportunities for 
advancement that no thinking man or 
woman in the trust business can long 
ignore it.—From an address at the ABA 
Annual Mid-Winter Trust Conference. 


VOLUME DANGERS 


By R. A. PRosswIMMER 


Assistant Vice President, Bank of the 


ODAY there is little question as to 

the liquidity of personal loans. The 

question is how to obtain more of 
them. Unquestionably, volume in per- 
sonal loans is desirable. If properly 
controlled, it reduces the cost per 
transaction, increasing profits and the 
percentage of profit. But we know it 
becomes progressively more difficult to 
increase volume and outstandings with 
each year of operation of a personal 
loan department. Personal loan volume 
must remain constant month in and 


month out merely to keep outstandings 
at the same figure. 


To increase out- 
standings, new loans must exceed those 
paid, yet the larger the outstandings the 
more difficult becomes the task of in- 
creasing them. 

Volume has brought about a pro- 
cedure which mechanizes the handling 
of these loans. Individuals are trained 
to interview prospective borrowers, to 
investigate their credit, to check the 
previous experience, post the payments 
and collect the delinquent accounts. 
The procedure stimulates the factory 
production line increasing efficiency and 
reducing cost, both so necessary to suc- 
cessful operation and competition. A 
well-run organization also makes one 
think of the Government printing 
presses which turn paper into dollar 
bills—in goes the application at one 
end, out comes the check for the pro- 
ceeds of the loan at the other. But in 
between is a multitude of detail, spe- 
cialized tasks requiring the exacting at- 
tention of many individuals. It costs 
money to run that mechanism—more 
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Manhattan Company, New York City 


than it would cost to maintain a similar 
volume of commercial loans. 


Volume and the resultant mechaniza- 
tion have their dangerous aspects. An 
operation which is too mechanical is 
apt to lead to an impersonal attitude. 
The applicant and the borrower must 
always be treated in the same manner 
as any other customer, or potential cus- 
tomer of the bank, otherwise the tre- 
mendous amount of goodwill which can 
be generated by extending a loan serv- 
ice to a much larger percentage of the 
bank’s customers as well as to other 
residents of the community will be lost. 
Not only must the interviewer be able 
to give sufficient time to the applicant 
but the collection department must 
adopt an attitude of helpfulness, sympa- 
thy and understanding toward the de- 
linquent borrower. 

Volume obtained through “all out” 
efforts may lead to losses and abuses 
of the primary purposes of personal 
credit and to the elimination of its im- 
portant benefits. Losses can be of two 
types, credit losses and reduction in 
revenue. Each may result in lower 
profits in spite of increased volume. 


Consider first the possibility of credit 
losses. Before an effort is made to ob- 
tain volume, be sure you have the or- 
ganization capable of giving to the 
larger number of applications the same 
attention given previously to the smaller 
number. If you do not, credit losses 
will certainly result from hurried deci- 
sions made under undue pressure. In- 
evitably, business will be lost because 
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of the inability to handle an increased 
number of applications properly. 

Now let us consider the possible re- 
duction in reyenue, and the consequent 
reduction in profits. This may follow 
a reduction in rate made in an effort to 
obtain volume. Reduction in rate is 
the first mistake and the subsequent re- 
duction of another bank’s rate to meet 
it, the second. Both institutions have 
thereby lost any rate advantage and 
each is grossing less per $100 loaned. 

I thoroughly believe the public is en- 
titled to borrow at as low a rate as 
possible consistent with a fair return. 
But this return should not be predicated 
upon the yield received on other forms 
of investments and commercial loans 
during recent years. What, however, is 







INFLATION DANGERS NOW PRESENT 


By Witua A. IRwIN 





a fair return? Opinion may differ 
widely depending upon the available 
amount of uninvested funds and how 
great the desire is to invest them. 

Once the return required has been 
determined the rate can be established. 
Before establishing the rate, above all, 
ascertain your costs accurately. Make 
certain that all the costs pertaining to 
the personal loan department’s opera- 
tions are considered. Remember that 
personal loan costs are illusive because 
you are dealing with money at retail 
in small amounts and costs do not de- 
crease as volume increases in quite the 
same proportion or to the extent they 
do in other lines of business—From an 
address before the recent ABA National 
Consumer Credit Conference. 


Educational Director, American Institute of Banking, New York City 


NFLATION is a certainty unless 

business can absorb higher operat- 

ing costs, production can be vastly 
increased, business profits reduced, and 
consumer buying power drastically cut 
by taxation and semi-compulsory sav- 
ings. 

Seven basic conditions which can pro- 
duce inflation are now present in the 
nation’s economy: we are approaching 
total effective employment, there is now 
capacity operation in many industries, 
we have a greatly increased national 
income, and rising wage levels are push- 
ing up costs. In addition, mounting 
taxes are also pushing up costs, there 
is abundant purchasing power, and a 
large segment of the population is 
“hungry” for goods after a twelve-year 
depression. 

Prices must rise unless business can 
absorb higher costs, unless production 
can be vastly increased, business profits 
reduced, and consumer buying power is 
drastically cut by taxation and savings. 
It may be necessary for us to adopt 
“totalitarian techniques” in controlling 
prices. 
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The Government’s plan for increasing 
direct taxes and selling Defense Sav- 
ings bonds to the public is designed to 
serve the double purpose of financing 
our war expenditures and at the same 
time reducing purchasing power. 

Because business costs are rising, 
prices too are likely to rise. Indeed, 
they have already risen, notwithstanding 
assertions to the contrary. Moreover, 
competition for goods is now at work 
between the Government and consumers. 
This, too, tends to raise prices and the 
production of many types of goods is 
likely to be further curtailed in the in- 
terest of national defense. The auto- 
mobile industry will build one million 
fewer vehicles this year and next in 
order to devote its efforts to defense pro- 
duction. This and similar curtailments 
of production also tend to raise prices. 
The only alternative is the creation of 
more plant facilities, and Washington 
officials are opposed to this.—From an 
address at the recent ABA National 
Consumer Conference. 





Advertising and 
Public Relations 


Digests of Recent Ideas, Campaigns, 
Advertisements, etc. 


Message to Youth 


Headed “To a Courageous Young 
Man,” a recent newspaper advertise- 
ment of the Williamsburgh Savings 
Bank, Brooklyn, N. Y., achieves an 
effective tie-up between the thinking of 
youth today and stimulation of the urge 
to save: 

“You think the so-called ‘modern 
isms’ are simply ‘wacky.’ Personally, 
you'll take the good, old American way 
of doing things. You’ve got a future 
mapped out for yourself, and its Ameri- 
can through and through. You don’t 
expect something-for-nothing; fact is 
you're suspicious about such molly- 
coddling. You admire the man who 
makes good through his own efforts. 
You are willing to work to achieve your 
ambitions, and you are confident that 
some day you, too, will be successful. 

‘The Williamsburgh wants to help you 
make the grade. If you do your part, 
you can be sure that we will do ours. 

“Pave the way to the future you have 
in mind—deposit part of your earnings 
regularly in a reserve savings account 
in the Williamsburgh, one of America’s 
greatest savings banks.” 


*‘Grandstand Managers’’ 


For the second successive year, the 
First National Bank, Louisville, Ky., is 
sponsoring the “Grandstand Managers” 
radio program, broadcast by Don Hill, 
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popular Louisville sports commentator. 
And, like last year, the bank is issuing 
its 1941 Baseball Book, giving biog- 
raphical sketches of the Louisville team, 
a schedule of the season’s games, spaces 
to enter the winner and score for the 
day, and other information of interest 
to baseball fans. Walter Distelhorst, 
advertising manager of the bank, con- 
siders the radio program the best med- 
ium in which to advertise personal loans 
and small checking accounts. This year 
they are also utilizing it to advertise 
First National Bank Money Orders, new 
to Louisville, designed especially to 
meet the needs of the many newcomers 
brought to the Louisville area by the 
expansion of the nation’s defense 
program. 


Cop. Trust Effort 


Unique in coéperative trust public 
relations effort was a recent issue of 
Commerce, the weekly publication of 
the Rochester, New York, Chamber of 
Commerce. Presented, in this one 
issue, were seven articles on various 
phases of trust service of interest to 
business and professional men and 
women. The plan was suggested by 
William H. Stackel, vice-president and 
trust officer of the Security Trust Com- 
pany, Rochester, whose article appears 
in the issue. John W. Remington, vice- 
president and trust officer of Lincoln- 
Alliance Bank & Trust Company, acted 
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“EYE-CATCHERS” 
These bank ad heads caught our 
eye and made us read the ad. How 
about you? 


To Neglect Defense is to 
Invite Disaster 
—Corn Exchange National Bank 


and Trust Company, Phila- 
delphia. 


Old Car Headaches Can Be 
Cured for Good 


—Valley National 
Phoenix, Arizona. 


Bank, 


20 Times Higher than the 
Washington Monument 
—State- Planters Bank and 


Trust Company, Richmond, 
Va. 


You Can’t Play If You 
Can’t Keep Time! 


—East River Savings 
New York, N. Y. 


Bank, 


We Are With You Uncle Sam! 


—Union Trust Company, St. 
Petersburg, Florida. 


as chairman of the publication com- 
mittee and contributed a signed article. 
Other contributors were: Nelson E. 
Lengeman, vice-president and trust offi- 
cer of Union Trust Company; Elliott 
W. Gumaer, vice-president and trust 
officer of Rochester Trust and Safe De- 
posit Company; Thomas J. Sercu, vice- 
president and trust officer of Central 
Trust Company; Robert C. Tait, vice- 
president of Genesee Valley Trust Com- 
pany, all of Rochester; and an intro- 
duction by Judge Joseph M. Feely, sur- 
rogate of Monroe County, New York. 
Articles included: “Estate Plans—Ad- 
vantages of a Will Recognized ;” “Duties 
of the Executor and Trustee;” Invest- 
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ment Policies Followed in Trust Funds;” 
“Advantages of a Trust Company as 
Executor and Trustee;” “Trust Services 
for Living Persons Gain Importance;” 
and “Insurance Trust—Life Insurance 


Trust Explained.” 


Newspaper Preference 


Newspapers received an 86 per cent 
vote of preference by advertisers at the 
recent North Central Conference of the 
United States Savings and Loan League, 
John F. Scott, St. Paul, Minn., presi- 
dent of the -conference, reports. The 
count as to what loan advertising 
method brings in the greatest volume of 
business per dollar spent showed 44 sav- 
ings and loan association representa- 
tives prefering newspapers; two pre- 
fering radio; five for direct mail. 


We Are Not Ashamed 


Headed “Are We Ashamed? We 
Are Not,” a recent ad of the First Na- 
tional Bank of Halfway, Oregon, reads: 

“Yes, we know what it means to sit 
on a puncheon seat in school (a log 
split with an ax and hewn down as 
smooth as possible), walk three miles 
to school and carry our lunch in a tin 
bucket. Yes, we know what it means 
to sleep in a shuck bed, and read by 
the light from a kerosene lamp. Are 
we ashamed of these beginnings? NO 
WE ARE NOT ASHAMED, WE ARE 
PROUD OF IT. 

“Yes, we know what it means to be 
so sick that the doctor said he would 
not give a lead nickel for our chances 
of recovery. Yes, we know what it 
means to sit here in the bank and watch 
the buzzards circling around overhead, 
poised and expectantly awaiting the 
fill. Yes, we know how it feels to watch 
our bank dwindle until it was only a 
shadow of its former self. 

“Yes, we know what it means to go 
to the bottom of the well, and bounce 
back to the top of the world again. Are 
we ashamed that this bank practically 
liquidated out in 1932? NO WE ARE 
NOT ASHAMED, WE ARE PROUD 
OF IT.” 
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Along with this effective human 
copy, Vice-President and Cashier Walter 
W. Evans has included comparative 
statements of condition of the bank for 
1932 and 1941, showing deposits on 
April 4, 1932 at $63,267, compared 
with $256,786 on April 4, 1941; sur- 
plus and profits in 1932, $12,923, com- 
pared with $24,527 in 1941; borrowed 
money in 1932, $12,555, compared with 
no borrowed money today; and other 
similarly remarkable improvements in 
position on the resources side. 


Coérdinated Ad Service 


A new series of codrdinated window 
display posters and newspaper adver- 
tisements for personal loan, FHA loan, 
auto loan, and safe deposit service is 
being offered by Harlan L. Shattuck, 
1107 South Pearl St., Denver, Colorado. 
Printed in two or more colors, on two- 
ply bristol, and measuring 19 by 25 
inches, the posters are suitable for in- 
terior as well as window display pur- 
poses, display fixtures and fluorescent 
light units being available in walnut or 
chromium finish. The newspaper ad- 
vertisements are furnished in mat form, 
with space provided for additional in- 
dividual bank copy, signature, etc. Each 
poster and ad is designed with full re- 
gard for effective layout, attractive art 
and photographic work, pleasing typog- 
raphy, etc. 

By codrdinating posters and news- 
paper ads—each set carrying the same 
copy and illustration—full use of repeti- 
tive values is made. Exclusive use of 
the various series is given subscribing 
banks—no duplicates of the ads or dis- 
play posters being sold to another bank 
in the city. 


Mortgage Juggling 


A recent folder issued by the Bowery 
Savings Bank, New York City, was 
headed “Mortgage Juggling is Out of 
Date,” and read in part: 

“There was a time when home financ- 
ing wasn’t so easy. Moss-covered first 
second and third mortgages with vary- 
ing or uncertain maturity dates often 


Now Dollars, too, can Enlist 


Tooay che sirring notes of the bugle, echoing 
through company sereets, sound reveille for the 
nation’s dollars. 


making these bonds available to its customers and 
to the general public. 

Be among the first to place your dollars in 
the service of your country. 


THE CHASE NATIONAL BANK 


Above is a reproduction of the 
six-column advertisement carried 
by The Chase National Bank in 
New York newspapers on the 
opening day of the Defense Bonds 
sales campaign. The visual image 
of gears enmeshed effectively 
symbolizes the transmutation of 
citizens’ dollars into actual ma- 
terial of national defense, in this 
instance an army camp. The 
heading, “Now Dollars, Too, Can 
Enlist,” has been picked up by 
various newspaper columnists and 
others and is rapidly becoming a 
slogan. 


required expert financial juggling—and 
lots of it. But now mortgage juggling 
is out of date. 

‘The Bowery Savings Bank heartily- 
approves of FHA-insured mortgages 
and pioneered in reducing the interest 
rate on them to 444 per cent. This made 
home-ownership still easier for men and 
women of moderate means. . . .” 

An attention-getting illustration of a 
man, tagged “Mr. Home Owner,” 
juggling three balls labeled “Renewal 
Fees,” “Refinancing,” and “Uncertain 
Maturities,” carries out the theme of 
title and copy. 
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Giannini Birthday Gift 


An extraordinary gift of $180,000,000 
in new deposits was made to A. P. 
Giannini last month on his 71st birth- 
day by employes of the Bank of 
America, bringing total deposits of the 
bank to the new all-time high of $1,- 
710,000,000. A year ago, during a 
statewide observance of their founder’s 
70th anniversary, the staff pledged 
unanimously that on his next birthday 
they would present the bank, in his 
name, with a record gain in new de- 
posits totaling not. less than $150,000,- 
000. Thus, the goal was exceeded by 
$30,000,000. 


Consumer Credit Rise 


Retail instalment loans made by 
banks increased 40 per cent during 
1940, it was stated recently by Kenton 
R. Cravens, chairman of the Consumer 
Credit Council of the American Bank- 
ers Association, and vice-president of 
the Cleveland Trust Company, Cleve- 
land, Ohio. The total amount of in- 
stalment consumer credit loans out- 
standing on the books of banks on De- 
cember 31, 1940 was $1,468,602,000, he 
said—an increase of 40 per cent 
over December 31, 1939. Instalment 
loans against retail sales totaled $776,- 
348,000 on December 31, an increase 
of 43 per cent over the previous year. 
Cash instalment loans made directly to 
individuals for personal needs totaled 
$416,970,000, an increase of 34 per 
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BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 
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FHA Title I loans for moderniza- 
tion of homes outstanding on December 
31 totaled $275,284,000. Mr. Cravens 
estimates that banks are now handling 
between 33 1/3 per cent and 40 per 
cent of the retail instalment loan paper 
outstanding. 


cent. 


N. Y. Trust New Office 


An outstandingly attractive new 
office was recently opened by the New 
York Trust Company at 10 Rockefeller 
Plaza, southwest corner of 49th Street, 
New York City, replacing the quarters 
previously operated at 1 East 57th 
Street. Occupying 13,000 square feet 
on three levels, the new office provides 
complete banking, trust, and safe de- 
posit vault facilities. 

Both the Rockefeller Plaza and the 
49th Street facades are panels of alter- 
nate bays of clear glass and rippled 
translucent architectural glass with 
bronze trim. Above the entrance on 
49th Street is a conventionalized carv- 
ing by Harriton of the Statute of Lib- 
erty, on curved glass, twenty feet high 
and eight feet wide, set in a bronze trim. 
The Statue of Liberty was long the em- 
blem of the Liberty National Bank 
which, in 1921, was merged with the 
New York Trust Company. In 1939, 
on the occasion of its 50th anniversary, 
the New York Trust revived wider use 
of the emblem, which is now featured 
in advertisements, literature, and in the 
quarterly review, The Index. 


A seventeen foot circular well imme- 
diately inside the 49th Street entrance 
and surmounted by a dome connects the 
street and mezzanine floors. The main 
banking floor on the street level has two 
platforms for officers’ desks. The finish 
is koko wood with bronze trim. One 
of the features of the cages for paying 
and receiving tellers, in the loan and 
foreign departments, and also on the 
street level, is the use of glass wicket 
bars instead of the usual bronze. On 
the lower level, which has an entrance 
to the concourse connecting all the 
buildings of Rockefeller Center, are the 
safe deposit vault and eight coupon 
rooms for customers. Here, also, are 
located the payroll and trust depart- 
ments and two conference rooms. On 
the mezzanine are two other conference 
rooms, a board room, and working 
space for stenographers and the office 
staff. A private elevator serves the 
three levels. 


Timeplan Service 


Organized as a Transamerica Cor- 
poration subsidiary, well backed with 
funds to provide service, field men and 
national and local advertising support, 
a new firm, Timeplan Incorporated, 
has been launched to extend retail con- 
sumer financing facilities to leading 
banks throughout the country. Presi- 
dent of the new corporation is E. A. 
Mattison, who relinquished his position 
of vice-president in charge of Bank of 
America’s instalment credit loan opera- 
tions to head the new service. His 
headquarters are in the Wrigley Build- 
ing, Chicago. 

Mr. Mattison organized the depart- 
ment of Bank of America which de- 
veloped the financing and personal loan 
service and the Timeplan trade mark 
which advertising has made so familiar 
in all communities throughout Cali- 
fornia. It is planned, through national 
and local advertising, to make the Time- 
plan trade mark equally well known 
nationally. While the trade mark and 
service are the property of Bank of 
America, they have been made avail- 
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able to the new corporation on a royalty 
basis. Banks will be offered the use 
of this trade mark, national advertising 
support and national collection service, 
as well as contact promotion with 
manufacturers of national standing who 
welcome the advent of Timeplan into 


this wider field. 


Windsor Visits Bank 


A visit to the “glamorous institution” 
recently described in Fortune magazine 
—the First National Bank of Palm 
Beach, Florida—was enjoyed by the 
Duke of Windsor on his five-day Flor- 


ida vacation a few weeks ago. After a 


tour of inspection, accompanied by 
Capt. Alastair Mackintosh and a Scot- 
land Yard bodyguard, the Duke told 
President Wiley R. Reynolds that the 
bank came up to full expectations. 


Graduate School 
The Graduate School of Banking, 


educational arm of the American Bank- 
ers Association for bank officers, will 
enter its seventh annual resident session 
at Rutgers University on June 16, with 
a freshman class of at least 242 students, 
a graduating class of 184, and a student 
body of more than 650, it is announced 
by Dr. Harold Stonier, director of the 
Graduate School and ABA executive 
manager. 

This year’s resident session will fea- 
ture, in addition to the regular courses * 
of study, heavy emphasis on the inter- 
relations of banking and government. 
A new course entitled “Banking and 
Government,” to be given under the 
direction of Dr. Paul F. Cadman, ABA 
economist, and A. L. M. Wiggins, chair- 
man of the association’s Committee on 
Federal Legislation, will be augmented 
with evening lectures by Mark Sulli- 
van, Washington columnist, and U. V. 
Wilcox, correspondent in the nation’s 
capital for the American Banker and 
author of numerous publications on 
banking. In addition, Father Edmund 
J. Walsh, S. J., of Georgetown Univer- 
sity, Washington, will address the 


banker-students on social trends. 


1941 





NRCA Conference 


The proposal to limit credit in certain 
fields of consumer merchandising as a 
means of conserving industrial re- 
sources for the national defense program 
and to curb inflation, as asked by the 
Federal Reserve Board, will be freely 
discussed at sessions of the banking and 
finance group at the 29th annual con- 
ference and sales forum of the National 
Retail Credit Association at the Hotel 
New Yorker, June 16-19, announces 
A. B. Buckeridge, executive secretary 
of the Credit Bureau of Greater New 
York, Inc. More than 2,000 credit 
managers and executives of 1,700 firms 
representing sixty business, industrial 
and commercial classifications are ex- 
pected to attend the convention. 

é 


Defense Financing 


The Government had committed itself 
by March 30 to pay for $1,915,000,000 
of new factory facilities in building an 
“arsenal of democracy,” the Office of 
Production Management announces. 
The money is being used to construct 
plants and machinery to turn out air- 
planes, guns, tanks, machine tools and 
other defense equipment. 

The commitments of private industry 
to build such facilities for which Certifi- 
cates of Necessity had been issued or 
were pending on March 15 totaled 
$877,000,000. This figure, however, 
‘ does not take into account funds spent 
by private industry for defense plants 
for which Certificates of Nesessity were 
not requested although the amount is 
not believed to be large. Nor does it 
include the billions in established indus- 
trial facilities now busy on defense 
orders. 

All commitments of the Government, 
plus private financing under Certificates 
of Necessity, total $2,792,000,000. If 
to this are added British commitments 
for plant facilities in the United States, 
amounting to $191,000,000, the total 
reaches $2,983,000,000. 

Omitting letters of intent, the com- 
pilation shows that 86 per cent of the 
Government commitments for defense 
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plants, or $1,412,000,000, is being spent 
directly upon Government-owned plants, 
while 14 per cent of Government com- 
mitments, or $223,000,000, covers plant 
facility contracts. 

Under plant facility contract financ- 
ing, the private company erecting the 
defense plant or acquiring machinery 
receives from the Government the cost 
of the new facilities in sixty equal 
monthly instalments. With this contract 
assuring payment, the contractor is able 
to finance the erection of the plant by 
private borrowing. At the end of the 
five-year period, title to the facilities 
passes to the Government, unless the 
contractor exercises an option to pur- 
chase. 

The number of Government financed 
plants as of March 31 was 331, and the 
average cost was $5,786,000. The num- 
ber of privately financed plants was 
904, and the average cost $729,000. 


Convention Bill 


One of the cleverest invitations to a 
state bankers association convention is 
that issued by the Montana Bankers 
Association regarding its meeting at 
Missoula, Montana, on June 20 and 21. 
Issued in the form of a legislative bill, 
it is headed: “A bill for an act entitled: 
‘An act to require your attendance and 
the attendance of your wife at the Mon- 
tana Bankers Association Convention 
at Missoula, Montana, on June 20-21, 
1941; providing for accommodations 
thereat; providing for a golf tourna- 
ment; providing for penalties in case 
of failure to comply herewith; and re- 
pealing all commitments and engage- 
ments.’” Various sections of the bill 
take up the provisions indicated in the 
title. For example, section five pro- 
vides: “Refusal to attend the Montana 
Bankers Association Convention, with- 
out good and sufficient reason, shall be 
deemed to be a grave mistake and shall 
be punishable by personal loss to you 
of a thoroughly good time, the chance 
to fraternize with a fine group of bank- 
ers (and their beautiful wives), an in- 
teresting and instructive program, and 








a fine vacation in a beautiful little city 
in a wonderful state.” The bill, 
mounted on legal blue backing paper, is 
approved by R. D. Mountain, president 
of the association; J. A. Sanderson, 
vice-president, and Fred Heinecke, vice- 
president; and is attested by Mrs. E. W. 
Walker, secretary. 


Mills New Mutual President 


The recent election of Andrew Mills, 
Jr., as president of the National Asso- 
ciation of Mutual Savings Banks brings 
to that post a man of wide experience 
and leadership in banking affairs. Mr. 
Mills is president of the Dry Dock Sav- 
ings Institution, New York City, which 
ranks seventh in size among all mutual 
institutions in the country. Its deposits 
exceed $200,000,000 and depositors 
number 168,000 persons. Mr. Mills is 
a native of New York and a graduate 
of Princeton University, class of 1897. 
After graduation he joined the New 
York office of R. L. Day & Co., Boston 
investment house, specializing in han- 
dling securities suitable for savings 
hank investment. In 1909 he became 


associated with the National City Bank 
of New York as a bond specialist, and 
for several years was manager of their 


bond department. Appointed assistant 
cashier in 1917, he held that position 
until 1920, when he became first vice- 
president of the Dry Dock Savings Insti- 
tution. Nine years later he was elected 
president. 


Debt Moratorium Experience 


Banks with personal loan or con- 
sumer credit departments have expe- 
rienced little if any difficulty in operat- 
ing under the soldiers’ and sailors’ debt 
moratorium, it is indicated by a survey 
of experience with the moratorium re- 
cently completed by the American Bank- 
ers Association. In order to determine 
the effect of the Soldiers’ and Sailors’ 
Civil Relief Act enacted last fall for 
the purpose of freezing the debts of 
soldiers and sailors during their 
period of military service, the Con- 
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sumer Credit Department of the ABA 
queried two hundred banks operating 
personal loan or consumer credit de- 
partments in various sections of the 
country. 

Ninety-two per cent of the replying 
banks stated that they were not expe- 
riencing any difficulties. Eighty-seven 
per cent stated that they had not made 
any repossessions, and the banks repre- 
sented among the remaining 13 per 
cent stated that they had made not more 
than one or two repossessions since the 
Act became effective, these repossessions 
being chiefly of automobiles. 

Sixty-five per cent of the institutions 
which replied to the survey reported 
that they had received no requests from 
borrowers for easement of the terms of 
their loans under the provisions of the 
Act which permit that lender and bor- 
rower may make an agreement mutually 
satisfactory and in writing, for adjust- 
ment of a loan provided such an agree- 
ment is entered into after the loan is 
made. The remaining 35 per cent of 
the banks stated that the requests re- 
ceived for such easement would not 
represent more than 1% of 1 per cent 
of the loans outstanding. They also 
stated that whenever such requests had 
been made they had been worked out 
to the mutual satisfaction of both the 
lenders and the borrowers. 


B & L Loans 


More than a quarter of a billion dol- 
lars was lent by the savings, building 
and loan associations throughout the 
country during the first quarter this 
year, according to the United States 
Savings and Loan League. Morton Bod- 
fish, Chicago, executive vice-president 
of the league, said that the $267,932,000 
lent from January through March was 
$40,000,000 more than during the same 
period the year before and constituted 
a record for any like period since a 
compilation of the figures was started 
six years ago. 

March, a heavy contributor to the 
quarter’s expanding lending business, 
was the twenty-eighth successive month 
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in which the savings, building and loan 
associations’ volume of loans had been 
greater than the same month of the 
previous year. It saw the lending of 
$105,162,000, of which 39.6 per cent 
was to help people buy existing homes. 


Production Increase 


Production for defense and . produc- 
tion -for civilian use are both still 
rapidly . increasing. in this. country, 
according to the Cleveland Trust Com- 
pany’s Business Bulletin for May 15. 
The bulletin reports: “The physical 
volume of industrial production is over 
25 per cent greater now than it was a 
year ago. As might well be expected, 
the volume of freight traffic on the rail- 
roads has increased by about the same 
proportion, and that is true also of fac- 
tory payrolls. Employment in the fac- 
tories has not advanced quite so much. 
but it is up by about 15 per cent above 
the levels of a year ago.” 


Consumption Trends 


Consumers are buying more goods 
this year than they did a year ago, 
according to the LaSalle Extension 
University. Their index of sales shows 
that consumers purchased about 13 per 
cent more during the first quarter of 
1941 than during the similar period for 
1940, this increase being due entirely to 
larger domestic consumption all classes 
of retail stores reporting gains in sales. 
Sales to foreign buyers, as indicated by 
the export trade, have been lower than 
they were a year ago. 


Convention Dates 


NATIONAL 


September 8-11—Financial Advertisers As- 
sociation, Hotel: Statler, Cleveland, Ohio. 

September 22-24—-Robert Morris Associates, 
Chicago, Ill. 

September - 26-29—Association 
Women, Chicago, Ill. 

September 28-October 2—American Bank- 


ers Association, Hotel Stevens, Chicago, 
Ill. 


of Bank 
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October 1-3—Mortgage Bankers Association 
of America, Hotel Roosevelt, New York 
City. 

October 8-11—National Association of Bank 
Auditors and Comptrollers, Palmer 
House, Chicago, Il. 


STATE AND REGIONAL 


June 8-10—Oregon Bankers Ass = .u0n, 


Gearhart Hotel, Gearhart, Ore. 

June 9-10—Wyoming Bankers Association, 
Plains Hotel, Cheyenne, Wyo. 

June 11-13—Minnesota Bankers Associa- 
tion, St. Paul Hotel, St. Paul, Minn. 

June 12-14—West Virginia Bankers Asso- 
ciation, Greenbrier Hotel, White Sulphur 
Springs, W. Va. 

June 13-14—Utah Bankers Association, 

Grand Canyon Hotel, Grand Canyon of 
the Colorado, Arizona. 

June 16-17—Idaho Bankers Association, 
Sun Valley Inn, Sun Valley, Idaho. 


June 17-18—North Dakota Bankers Asso- 
ciation, Hotel Patterson, Bismarck, N. 
Dak. 

June 18-20—Kentucky Bankers Conference, 
LaFayette Hotel, Lexington, Ky. 

June 20-21—Montana Bankers Association, 
New Florence Hotel, Missoula, Mont. 
June 20-21—Vermont Bankers Association, 

Woodstock Inn, Woodstock, Vt. 


June 26-27—South Dakota Bankers Asso- 
ciation, Hotel Franklin, Deadwood, S. 
Dak. 

June 26-28—Michigan Bankers Association, 
Grand Hotel, Mackinac Island,. Mich. 
June 27-29—Maine Bankers Association, 

Poland Spring House, Poland, Me. 


July -14-18—North Carolina Bankers Con- 
ference, University of North Carolina, 
Chapel Hill, N. C. 


August 6-8—ABA Regional Trust Confer- 
ence, Pacific Coast and Rocky Mountain 
States, Seattle, Wash. 

August 18-22—Arkansas Bankers Seminar, 
University of Arkansas, Fayetteville, 
Arkansas. 


September 5—Delaware Bankers Associa- 
tion, Rehoboth, Del. 

September 8-10—Iowa Bankers. Association, 
Fort Des Moines Hotel, Des Moines, 
Iowa. 

September 11-13—Massachusetts Savings 
Banks Association, New Ocean House, 
Swampscott, Mass. 


October 24—Maine Bankers Association 
Mid-Winter Meet, Augusta, Me. 


November 6-7—ABA Mid-Continent Trust 
Conference, St. Louis, Mo. 
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